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Executive Summary 

Purpose There are about 1.4 million underground petroleum storage tanks at 
nearly 500,000 facilities in the United States. The Environmental Pro- 
tection Agency (EPA) estimates that hundreds of thousands of these 
tanks at facilities such as gas stations and utility companies have cor- 
roded and are leaking. Some leaks have contaminated groundwater or 
resulted in fires or explosions. EPA expects many more tanks to leak in 
the future. The price tag for the growing problem could range in the 
billions of dollars. To ensure that tank owners have the financial 
resources to pay for damages resulting from tank leaks, the Congress, in 
1986, provided that they carry insurance or use other methods to 
demonstrate financial responsibility, such as letters of credit or self- 
insurance. 

Because of concerns about the availability of tank insurance, the Con- 
gress also mandated in the Superfund Amendments and Reauthorization 
Act of 1986 that GAO determine whether insurance is generally available 
and to what extent other financial assurance methods might be used to 
demonstrate financial responsibility. GAO was also directed to consider 
vessel owners’ experiences in obtaining insurance for marine oil spills. 

Background In 1984 and later in 1986, the Congress required EPA to develop regula- 
tions (1) to prevent, detect, and correct tank leaks and (2) to require 
many tank owners and operators who sell petroleum products to carry a 
minimum of $1 million of insurance or otherwise demonstrate financial 
responsibility for this amount. The legislation also provides that EPA, in 
developing the financial responsibility rules, may consider certain fac- 
tors, such as the impact of rules on small businesses, The legislation also 
allows EPA to temporarily suspend enforcement of financial responsibil- 
ity requirements if financial assurance methods are generally unavaila- 
ble and tank owners are taking certain steps to comply with these 
requirements. 

In April 1987 EPA published proposed regulations requiring all petro- 
leum tank owners and operators to maintain evidence of financial 
responsibility of $1 million to $6 million, depending on the number of 
tanks they own. EPA also proposed technical regulations that will be s 
implemented over a lo-year period to improve tank installation, integ- 
rity, and operation. EPA estimated these regulations will take effect in 
mid-1988. Noncompliance could subject tank owners to fines of $25,000 
a day. EPA plans to rely on states to enforce these regulations; however, 
it will be a few years before the states will be ready to assume this 
responsibility. 
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Results in Brief Insurance will be one of the primary methods sought by tank owners for 
demonstrating financial responsibility. However, the availability of tank 
insurance is currently limited because many insurers remain unwilling 
to enter this market. They perceive tank leaks and the magnitude of 

. potential losses resulting from leaks to be unpredictable. While self- 
insurance and methods other than insurance may be used to demon- 
strate financial responsibility for the many tanks accounted for by large 
corporations and by some other tank owners, most owners do not have 
the resources to qualify for most of these methods. In addition, some of 
these other methods have not been traditionally used to cover tank 
leaks. 

EPA and others expect that over the next several years, the risks associ- 
ated with tanks will decrease and the insurance situation will improve 
as tank owners make required technical safety improvements, such as 
installing leak detection devices or replacing tanks with ones less likely 
to corrode. Until such changes occur, however, the possibility exists that 
thousands of tank owners would be unable to obtain insurance as a 
means of complying with financial responsibility requirements proposed 
by EPA. Unless other methods become more available, these circum- 
stances, in GAO'S view, warrant changes in EPA'S timetables for imple- 
menting proposed regulations covering (1) financial responsibility 
requirements and (2) tank upgrading and replacement. 

Principal Findings 

Availability of Tank 
Insurance 

GAO identified two sources that provided virtually all the tank coverage 
sold in the United States over the last 3 years. These two firms each 
provided insurance to owners of about 100,000 tanks, or about 14 per- 
cent of all U.S. tanks. In January 1987, both firms offered maximum 
policy limits of $2 million. By July 1987, however, one firm terminated 
its tank insurance program and is currently assisting some tank owners 
in pooling their risks and obtaining insurance through a risk-retention 
group. As a result, at the present time, there is only one substantial pro- , 
vider of tank insurance. 

In addition, over the last several years, at least six other companies 
have withdrawn or become inactive in this insurance market. With one 
exception, insurers who withdrew from this market told us that they 
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still are not interested in reentering the market. The one firm which is 
considering providing tank coverage may insure new tanks only. 

At least two firms began selling tank insurance or expanded their tank 
insurance programs during 1987. The number of policies they have sold 
has been quite small, the policies are available only in limited geo- 
graphic areas, and policy limits may be less than EPA'S proposed regula- 
tory requirements. Although several additional firms have indicated 
they intend to enter this market, for the most part they are several 
months away from actually offering insurance policies. (See ch. 2.) 

Other Methods EPA allows eight other methods aside from insurance for demonstrating 
financial responsibility, such as self-insurance, letters of credit, or 
surety bonds. Major oil companies (which own approximately 175,000 
tanks), as well as other large corporations, such as national bus compa- 
nies or car rental agencies (which own a sizable but unknown number of 
tanks), have resources sufficient to qualify as self-insurers. However, 
for most of the remaining tank owners, these methods generally are not 
appealing or applicable because some of them are more expensive than 
insurance; others do not transfer the risk as insurance does or require 
assets to be pledged beyond the resources of the average tank owner. In 
addition, some of these methods have not traditionally been used to 
cover liabilities resulting from tank leaks, or are still in the developmen- 
tal phase. (See ch. 3.) 

Insurance for Oil Spills 
From Vessels 

In contrast to underground storage tank owners, marine pollution liabil- 
ity insurance to cover oil spills from vessels is available and affordable 
to nearly 90 percent of all vessel owners subject to Coast Guard-admin- 
istered financial responsibility regulations. According to insurance and 
government officials, insurance is available mainly because the vessel 
industry is heavily regulated and closely monitored, reducing the risks 
to the insurer. In addition, these officials stated that marine oil spills 
generally are quickly detected and do not involve a significant threat to 
human health-eliminating a major concern of underground storage 
tanks. Finally, the scope and limits of liability have generally been stat; 
utorily set so that insurers know exactly the maximum potential losses 
they are insuring. (See ch. 4.) 

Possible Options Demonstrating financial responsibility at the present time is expected to 
cause serious difficulty for thousands of tank owners and operators. GAO 
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analyzed a variety of options to address this problem and supports 
using a two-pronged approach. First, EPA would implement the proposed 
financial responsibility regulations over a realistic timetable that pro- 
vides incentives for both technical improvements and the development 
of state regulatory and enforcement programs. Second, EPA would imple- 
ment tank upgrading and replacement regulations over a staggered lo- 
year period, with the oldest tanks being upgraded or replaced first. As 
the technology already exists to upgrade tanks, the maximum lo-year 
time span as presently proposed by EPA seems too long, especially for 
older tanks. 

A primary benefit of this approach is that it provides additional protec- 
tion to the public by allowing tank owners and operators to focus their 
attention on safety issues. It also allows insurers additional time to 
reevaluate the uncertainties that have discouraged them from offering 
insurance. 

Various suggestions have also been made, such as modifying the $1 mil- 
lion minimum and $6 million maximum requirements or changing pro- 
posed requirements for certain methods, such as self-insurance. GAO also 
discusses a number of other options for helping tank owners comply 
with proposed financial responsibility regulations. (See ch. 5.) 

Recommendations GAO recommends that EPA (1) implement financial responsibility require- 
ments over a realistic timetable that encourages tank owners to make 
technical improvements and states to develop regulatory programs and 
(2) revise its proposed lo-year maximum timetable for upgrading or 
replacing existing tanks with a lo-year staggered schedule, based on 
tank age. GAO also recommends that EPA continue to investigate what the 
appropriate liability limits and self-insurance requirements should be. 
(See ch. 5.) 

Agency Comments EPA stated that GAO'S report did an admirable job of addressing the very 
complex, technical, and policy issues related to the availability of liabil- 
ity insurance for tanks. EPA'S comments did not address GAO'S recommen- 1, 
dations. (See app. I.) 
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Chapter 1 

Introduction 

Almost every community in the country has underground storage tanks 
containing petroleum at facilities such as gas stations, bus stations, 
police and fire stations, airports, utility and construction companies, and 
car dealerships. The Environmental Protection Agency (EPA) estimates 
that thousands of them have begun to corrode and leak. Once a tank 
leaks, it can contaminate groundwater-a resource on which half of all 
Americans depend-making cleanup difficult if not impossible and cost- 
ing thousands to millions of dollars. Leaking petroleum tanks can also 
cause fires or explosions that threaten human safety. Very low concen- 
trations of some of the compounds found in gasoline, such as benzene, 
can cause cancer or toxic effects, or pose other risks to public health.’ 
Although industry experts disagree, EPA has testified before the Con- 
gress that 1 gallon of gasoline leaking per day into a groundwater source 
can pollute the water of a community of 50,000. 

Because of the potential danger to people and the environment, posed by 
leaking petroleum underground storage tanks (MT), under the 1986 
Superfund Amendments and Reauthorization Act (SARA), the Congress 
specifically required EPA to develop regulations requiring petroleum 
marketers to (1) carry a minimum of $1 million per occurrence in insur- 
ance or (2) otherwise demonstrate financial responsibility for this 
amount to pay for cleanups and any other damages arising as a result of 
tank releases.” The Congress has been concerned, however, that insur- 
ance and other forms of financial assurance may not be sufficiently 
available to cover tank leaks. In this regard SARA also required the Gen- 
eral Accounting Office to conduct a study of the availability of pollution 
or leak insurance for petroleum underground storage and distribution 
facilities. The results of our study are presented in this report. 

Background Many older underground storage tanks-tanks that have at least 10 per- 
cent of their volume below ground, as shown in figure l.l-were not 
protected against corrosion when they were installed in the late 1950s 
and early 1960s. Thousands of these bare steel tanks have corroded and 
are leaking now.” 

‘As a result, EPA established a goal of zero parts per billion for benzene in drinking water. A part p& 
million or per billion is extremely small-equivalent to a drop of water in a large swimming pool. 
People can taste gasoline at one part per million. 

%ertain tanks are exempted, such as farm or residential tanks holding leas than 1,100 gallons or 
those used to store a home’s heating fuel. 

3According to EPA, preliminary information indicates, however, a significant decline in sales of bare 
stee; tanks over the last few years. As awareness of the risks posed by these tanks increases, sales 
are expected to decline further. 
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EPA estimates as many as 200,000 are currently leaking and expects 
more to leak in the future. Responding to the public threat posed by 
leaking underground storage tanks, the Congress first decided to regu- 
late these tanks in the United States when it passed subtitle I as part of 
the 1984 Hazardous and Solid Waste Amendments.” 

Subtitle I required EPA to issue regulations governing the prevention, 
detection, and correction of leaking underground storage tanks-com- 
monly referred to as technical requirements-and allowed EPA to decide 
whether financial responsibility requirements were necessary. The 1984 
act also provided that states could adopt their own UST programs by 

Figure 1.1: A Drawing of an Underground Storage Tank 
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4The 1984 amendments also require EPA to regulate about 54,000 chemical underground storage 
tanks. EPA plans to issue proposed financial responsibility rules regulating them in the near future. 
This report is limited to a discussion of underground storage tanks containing petroleum products. 
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establishing state standards at least as stringent as the federal regula- 
tions. In October 1986, under SARA, however, the Congress amended sub- 
title I by setting a minimum financial responsibility requirement of $1 
million per occurrence for certain tank owners and operators and 
required EPA to promulgate regulations to implement this requirement. 
Additionally, SARA states that in developing these regulations, EPA may 
consider a variety of factors, including the impact of the rules on small 
businesses. 

The UST regulated community consists of approximately 1.4 million 
tanks at 500,000 facilities split between the retail motor fuel sector and 
the nonretail motor fuel sector. The retail motor fuel sector is comprised 
of refiners; jobbers (who are primarily wholesalers of petroleum); con- 
venience store chains; and independent gas station owners and opera- 
tors. Nonretail motor fuel sector facilities store petroleum products in 
USTS generally for their own consumption rather than for retail sale. 
Facilities that fall in this category include local governments, utility, 
mining, construction, transportation, and communications firms. 
Nonretail facilities generally own fewer USTS per facility than firms in 
the retail sector, which have an average of 3 or 4 tanks per facility. 
Figures 1.2, 1.3, and 1.4 depict the petroleum UST population by industry 
sectors. 

Figure 1.2: Description of Petroleum UST 
Population Nonretail motor fuel facilities (651,000 

ti tanks) 

Retail motor fuel facilities (695,000 
tanks) 

Source: Proposed rules on underground storage tanks containing petroleum: financial responsibility 
requirements, Federal Register, Volume 52, No. 74, Friday, April 17, 1987. 
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Figure 1.3: Description of the 651,000 
Tanks Owned or Operated by Nonretail 
Motor Fuel Facilities 6% 

Construction 

Mining and other services 

6% 
Communications and utilities 

Government 

Wholesale and retail trade 

Farms 

Manufacturing 

9% 
Transportation 

Source: Proposed rules on underground storage tanks containing petroleum: financial responsibility 
requirements, Federal Register, Volume 52, No. 74, Friday, April 17, 1987. 
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Figure 1.4: Description of the 695,000 
Tanks Owned or Operated by Retail 
Motor Fuel Facilities 11 Major Oil CompaniesA%finers 

8% 
Convenience Stores 

Open Dealers and Independent Gas 
Station Outlets 

Jobber Owned Outlets 

Sounx: Proposed Rules on Underground Storage Tar&s Containing Petrdeum: Fiiandal 
Responsibility Requwments, Feded Register, Vohtme 52, NJ. 74, Friday, Apnll7, 1987. 

As a general rule, the Congress intended that tank owners or operators 
pay for cleanups resulting from tank leaks; EPA or states undertake cor- 
rective actions, in large part, when no owner or operator is willing or 
able to expeditiously undertake such action. Accordingly, the Congress 
under SARA, specifically required petroleum marketers to carry a mini- 
mum of $1 million of insurance per occurrence or otherwise demonstrat 
financial responsibility to cover damages and corrective actions. SARA 
also granted EPA the discretion to set appropriate aggregate amounts of 
coverage. (EPA has defined aggregate amounts as the total costs within 
given year for all releases from tanks covered by a single financial 
mechanism.) Further, SARA gave EPA the discretion to (1) set lower limit 
for other facilities not engaged in the production, refining, and market- 
ing of petroleum and that do not use substantial quantities of petrolem 
and (2) set higher limits for certain tanks if deemed appropriate. 

SARA also gave EPA'S Administrator the power to suspend enforcement ( 
financial responsibility requirements for certain classes of USTS or in cc 
tain states if the owners and operators can demonstrate that insurance 
or other financial guarantees are not generally available. Classes of tar 
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owners who try to obtain a suspension must also prove that they are 
taking steps toward forming a risk-retention group-a pool of individ- 
ual tank owners or operators who band together to provide insurance 
for themselves-or that the state is creating a cleanup fund that can be 
used to demonstrate financial responsibility. A suspension of enforce- 
ment of the financial responsibility regulations would not relieve the 
tank owner of liability should a tank leak. It would relieve an owner 
from being subject to a fine of up to $25,000 a day for failure to comply 
with financial responsibility requirements. The initial suspension is for 
180 days. The suspension may be renewed if, among other things, tank 
owners show that they are making substantial progress towards form- 
ing a risk-retention group. EPA has proposed to make the renewal of the 
suspension increasingly more difficult to obtain each time. 

Under SARA, the Congress also established a leaking Underground Stor- 
age Tank Trust Fund to provide up to $500 million in supplemental 
cleanup assistance over a maximum of 5 years. The fund is being 
financed by an excise tax of l/10 of a cent on motor fuels (including 
gasoline, diesel, aviation, and other fuels) to pay for response costs in a 
limited set of circumstances. More specifically, the fund provides sup- 
plemental cleanup capabilities where there is no solvent owner or opera- 
tor or where the responsible party refuses to cooperate. The legislation 
establishing the fund includes provisions for recovering these costs from 
owners or operators. In addition, the fund may be drawn upon in emer- 
gency and catastrophic situations where the owner’s or operator’s 
resources, including the financial guarantee, will not be adequate to pay 
for the entire cleanup. Collection of the tax began in January 1987; as of 
September 1987, $46 million had been collected. The Congress intended 
that the combination of a financial responsibility requirement and a 
fund to pay the costs exceeding the amount of insurance would 
encourage early reporting of releases and reduce financial uncertainty. 

EPA expects states to play a major role in enforcing financial responsibil- 
ity requirements because EPA believes state officials are closer to the 
scene and know more about local conditions and tanks in their states. In 
the past, because there were no national or even state standards for 
tank material and construction, installation, leak detection, and cleanup 
of releases, most responses to leaking tanks were handled at the local 
level in response to local fire codes. While some states, such as Califor- 
nia and Florida, have been operating UST programs for several years, for 
the most part, many states have only recently enacted or plan to enact 
laws to specifically regulate LJSTS. As a result, although states could sub- 
mit their UST programs to EPA for approval beginning in May 1987, no 
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state had submitted any plans for EPA approval as of November 1987, 
and EPA does not expect any submissions until 1989. 

EPA’s Proposed 
Financial 
Responsibility 
Requirements 

On April 17, 1987, EPA published proposed rules, which it plans to final- 
ize in June 1988, requiring tank owners or operators to purchase insur- 
ance or otherwise demonstrate financial responsibility for $1 million to 
$6 million, depending on the number of tanks owned.5 These funds 
would be used to pay for cleaning up leaked product, supplying drinking 
water, or relocating people and compensating third parties for bodily 
injury and property damage caused by releases from USTS containing 
petroleum. Table 1.1 shows the financial responsibility levels proposed 
by EPA. 

Table 1.1: Financial Responsibility Levels 
Proposed by EPA Dollars in millions 

Annual aggregate 
amount 0 

Number of tanks owned or operated coverage require{ 
l-12 $ 
13-60 
61-140 
141-250 
251340 
341 or more 

According to EPA, the more tanks owned or operated, the greater the 
risks and the more aggregate coverage tank owners or operators will be 
required to have. Based on data from the two largest insurers of tanks, 
an EPA-sponsored study, and EPA’S own estimates of corrective action 
costs, EPA believes that the proposed levels of financial responsibility 
should be adequate to cover the costs of corrective action and third- 
party liability costs for 99 percent of all leaks6 Size and type of tanks 
were not considered in developing the aggregate amounts shown in table 
1.1. 

5State and federal owners or operators of USTs containing petroleum will not be required to demon- 
strate financial responsibility. EPA recognizes that these governmental entities are permanent and 
stable institutions that have the requisite fiiancial strength to cover the costs of taking corrective 
action and compensating third parties. 

‘% should be noted that this 99-percent rule was not followed in the fiit category (1-12 tanks). For 
this rule to hold, the proper category should be l-5 tanks; however, to minimb the economic impact 
on small businesses, this category was expanded to 12 tanks, as indicated. 
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According to an EPA official, enforcement of financial responsibility 
requirements will be delegated to the states. He also told us, however, 
that it will be at least 2 years before states will have their UST programs 
approved by EPA and be prepared to assume this responsibility. Under 
the proposed rules, tank owners or operators need to file documentation 
of their financial responsibility with EPA only when a new tank is 
installed; if a tank is suspected of or actually leaking; or if the financial 
assurance mechanism is in some way compromised. EPA or the state may 
also request to see financial records at any time. By law, tank owners 
and operators could be fined up to $25,000 per day for failure to comply 
with tank financial responsibility requirements. 

Under the proposed rules, EPA will permit one or a combination of the 
eight methods other than insurance, such as letters of credit, self-insur- 
ance, or guarantees to meet UST financial responsibility requirements. 
EPA expects, however, that the majority of tank owners will seek insur- 
ance to demonstrate financial responsibility. (The reasons the eight 
other methods will probably be used on a limited basis are discussed in 
chapter 3.) These proposed regulations also address many other aspects 
of financial responsibility, including allowable mechanisms, recordkeep- 
ing and reporting, and suspension of enforcement. If a tank is perma- 
nently taken out of service and any contamination cleaned up before the 
rules become final, the financial responsibility requirements will not 
apply. 

EPA’s Proposed Tank EPA also issued proposed regulations on April 17, 1987, establishing 

Technical Standards 
requirements for owners of both new and existing USTS to control major 
causes of releases from tank systems. Major elements of these regula- 
tions include requirements to monitor tanks for leaks, upgrade or 
replace tanks, and report leaks to appropriate authorities. For example, 
the proposed regulations require that new USTS be properly installed and 
certified; protected from corrosion; equipped with devices that prevent 
spills and overfills; and have a leak detection system. 

With regard to existing tanks-tanks already in the ground-the goal of 
the proposed regulations is to improve them over a lo-year period to i 
meet the more demanding requirements for new USTS. The proposed reg- 
ulations give the regulated community the flexibility to plan for and set 
their own priorities in upgrading their UST systems over the lo-year 
period. EPA intends this approach to encourage a more rapid upgrading 
to take place voluntarily. Certain leak detection requirements apply 
before the lo-year period ends. For example, because bare steel USTS are 
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the most likely to leak, owners of these tanks must install a leak detec- 
tion device within 3 years. Owners of tanks that are protected against 
corrosion have up to 5 years to install leak detection devices. 

Impact of Proposed 
UST Rules 

Once both sets of regulations become effective, tank owners will be 
faced with the costs of complying with financial responsibility require- 
ments and the costs of other technical requirements. EPA has estimated 
that the total cost of the proposed tank standards could be almost $400 
million annually over the next 10 years. EPA has estimated insurance 
costs per facility at $2,000 to $5,000. Further, the cost of installing leak 
detection systems ranges from $1,600 to $8,000 per facility. The costs of 
installing three new, more protective tanks at an average gas station 
could range up to $82,000. EPA has estimated that the cost of cleaning up 
groundwater contaminated by a leaking tank generally ranges between 
$75,000 to $225,000 but could, in some cases, be higher. 

Objectives, Scope, and 
Methodology 

This is the third in a series of six GAO reports required by SARA. The first 
two reports were issued in October 1987 and concerned the availability 
of insurance for persons who generate or handle hazardous substances 
and the type and extent of skilled personnel shortages in EPA'S 
Superfund program.7 The objective of this report is to provide the Con- 
gress with the study mandated by SARA, section 205, on the availability 
of pollution liability insurance and other financial assurance methods 
for owners and operators of petroleum storage and distribution facili- 
ties. Specifically, we were asked to 

assess the current and projected availability of tank insurance. 
consider the ability of tank owners or operators to maintain financial 
responsibility through methods other than insurance, and 
consider the experience of marine vessel owners and operators in get- 
ting insurance for similar liabilities under the Federal Water Pollution 
Control Act and the operation of the Water Quality Insurance 
Syndicate.” 

7These reports are entitled Hazardous Waste: Issues Surrounding Insurance Availability (RCED-884 
Oct. 16, 1987) and Superfund: Improvements Needed ln Work Force Management (-88-1, Oct. 
26, 1987). 

‘The Water Quality Insurance Syndicate was formed in 1971 for the express purpose of insuring 
liability for the costs of the oil spill removal, which was imposed by the water act. 
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It is important to note at the outset that we found no industrywide 
quantitative data on pollution insurance or tank insurance. The latter is 
considered to be a subset of pollution liability insurance. Because direct, 
quantitative data were not available or considered proprietary by insur- 
ers, we generally relied on information obtained during interviews with 
a broad cross-section of the affected community, as well as with EPA 
headquarters staff within the Office of Underground Storage Tanks. 

To assess the current and projected availability of pollution liability 
insurance, we met with the two major insurers of underground storage 
tanks to obtain data concerning their premiums, how they are deter- 
mined, and other relevant information. We also contacted six companies 
that no longer offer this type of insurance to determine why they left 
the market and whether they have intentions of reentering. We also con- 
tacted all 50 state UST offices to determine if there were any localized or 
regional tank insurance problems. 

In addition, we interviewed officials of the Service Station Dealers of 
America, the Society of Independent Gasoline Marketers, the Petroleum 
Marketers Association of America, and the American Petroleum Insti- 
tute to obtain information on how the thousands of small, medium, and 
large firms they represent, which sell or produce petroleum products, 
plan to comply with EPA'S proposed financial responsibility require- 
ments. We also obtained information concerning their current activities 
in this regard. Moreover, we interviewed eight tank owners and opera- 
tors in six states as well as officials at four major oil companies. 

With regard to other financial responsibility methods, such as letters of 
credit, we reviewed the proposed regulations, various EPA studies, and 
GAO reports to evaluate how these various instruments operate; and 
determined their advantages and disadvantages as they relate to tank 
owners. We also ascertained the views of financial institutions that offer 
many of these instruments, as well as individual tank owners and opera- 
tors, EPA, and others, as to their viability. 

In considering the water act’s financial responsibility program operated 
by the Coast Guard, we met with Coast Guard officials in Washington, 
D.C., within the Office of Marine Safety, Security, and Environmental 
Protection to determine how the program operates and to identify dif- 
ferences and similarities between its mission and that of the EPA'S under- 
ground storage tank program. We also met with officials of the Water 
Quality Insurance Syndicate to obtain information on whether liability 
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insurance is currently available to owners and operators of marine ves- 
sels; whether it will be available in the future; and the extent to which 
financial responsibility has been maintained through other methods. 

Our review was conducted from January 1987 through August 1987 and 
was performed in accordance with generally accepted government 
auditing standards. We sent a draft of this report to EPA for formal com- 
ment (see app. I). 
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Tank insurance is generally unavailable despite the increasing demand 
for it and when available it has become increasingly more expensive. 
The increasing demand stems from a generally greater awareness of the 
risks, impending federal and possible state regulatory requirements, and 
requirements imposed by suppliers of petroleum products. A number of 
factors have, however, adversely affected insurers’ ability and willing- 
ness to supply tank insurance. As a result, only a few insurance compa- 
nies are currently offering tank insurance. 

We identified two sources that provided virtually all of the tank insur- 
ance sold in the United States over the last 3 years. As of November 
1987, only one firm still offered a substantial amount of tank insurance. 
In addition, over the last several years, at least six companies have 
withdrawn from or become inactive in the tank insurance market for 
various reasons, further illustrating the problems UST owners and opera- 
tors face. Although two new firms entered this market in mid-1987, they 
have written only a few policies and offered coverage in a small geo- 
graphic area or in amounts below the regulatory requirements. Several 
other firms have expressed their intentions to enter this market but are 
months away from offering policies. 

Consequently, the near-term availability of tank insurance appears lim- 
ited. Thousands of UST owners and operators-particularly those that 
own or operate one or two gas stations-will likely have serious diffi- 
culty obtaining insurance in the current limited market. The pros and 
cons of some possible options to address the general lack of insurance 
are discussed later in chapter 5. 

The Insurance Over the last two decades, as the nation became more aware of the 

Industry and Pollution 
actual and potential damages that pollution could cause, firms that 
make, use, or handle toxic substances found themselves increasingly 

Insurance subject to laws and regulations for potential liabilities arising from haz- 
ardous releases and therefore more in need of financial protection, such 
as pollution liability insurance. 

Fundamentally, insurance is a device through which an individual trans- I. 
fers the risk of a financial loss imposed by an uncertain future event to 
a company that specializes in assuming such risks. By pooling the risks 
of many different individuals, the insurance company is able to predict 
fairly accurately the aggregate cost and timing of such losses. On the 
basis of such predictions, the company establishes the premium it will 
charge each individual in order to have sufficient income to cover its 

Page 19 GAO/RCED-W39 Insuring Underground Petroleum Tanks 



Chapter 2 
Limited AvailaLiity of Tank Insurance 

losses, its normal business costs, and the profits it needs to earn to make 
staying in business worthwhile. In the absence of comprehensive data, 
the risk is assessed on a more subjective basis, as is the case with pollu- 
tion risks. Pollution risks are therefore not as predictable as some other 
types of risks, such as automobile insurance. 

The process of deciding whether to accept or reject a particular cus- 
tomer is known as the underwriting function. When a company believes 
that the expected cost of insuring a given individual may exceed the 
premium the company can earn, it will probably refuse to insure the 
individual. 

Pollution insurance is a very small component of property/casualty 
insurance, which includes, among other things, workmen’s compensa- 
tion; homeowners and auto insurance; and specialty insurance lines. 
About half of the overall insurance industry is comprised of property/ 
casualty insurance and the other half is comprised of life and health 
insurance. In 1985, the insurance industry wrote $154.3 billion in direct 
premiums for property/casualty insurance. On the basis of our discus- 
sions with insurers we identified as writing pollution insurance, we esti- 
mate that about $65 million-less than one-half of 1 percent-was for 
all types of pollution or environmental liability insurance.’ Tank insur- 
ance is a subset of pollution insurance and therefore represents a 
smaller component of the total industry market. We estimate that 1986 
premiums for tank insurance written by the two principal providers 
accounted for about $27 million. 

Profitability in the insurance industry is determined by combining both 
the underwriting results and investment results. We found that despite 
incurring substantial underwriting losses over the lo-year period from 
1976 through 1985, the property/casualty industry more than offset 
those losses with investment gains. As we noted in a 1986 report2 exam- 
ining the cyclical nature of the property/casualty insurance industry, 
the most recent loss cycle was more protracted in duration than usual, 
with underwriting losses resulting every year since 1980. The continua- 
tion of industry’s underwriting losses was exacerbated by the industry’t 
cash flow underwriting pricing strategy, which relied upon investment 

‘Unlike larger components of property/casualty insurance, which the industry tracks individually, 
because pollution insurance is so small, it is grouped with other specialty types of insurance in the 
miscellaneous category. 

‘Tax Policy: Financial Cycles in the Property/Casualty Industry (GAO/GGD-86-56FS, April 9, 1986 
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income to overcome underwriting losses. Basically, companies were will- 
ing to accept lower premiums for certain insurance lines in order to 
encourage sales and obtain funds for investment. This strategy changed 
as underwriting losses became unacceptably high. 

While industry data indicate that earnings improved substantially in 
1986, it should be noted that trends in the pollution insurance market 
may differ from overall industry trends. The recovery in the insurance 
cycle that is indicated to have taken place probably does not reflect 
what has happened in the pollution insurance market. Insurers told us 
that this market has not made any significant recovery, although others 
argue that a broad market for pollution policies never really existed. 

Types of Pollution Before everyone involved began to realize the large potential risks posed 
Liability Coverage Offered by toxic substance pollution, insurers offered policies providing compre- 

hensive general liability (CGL) coverage for many kinds of risks, poten- 
tially (but not specifically) including pollution releases. CGL policies 
generally covered the insured for bodily injury and property damage to 
third parties. These policies were generally occurrence-based, which 
means that the coverage remained in force even though the release or 
damages from it were discovered after the policy had lapsed. This fea- 
ture extended the insurer’s liability sometimes for many years, as dam- 
ages from undiscovered, gradual releases began to surface.” 

In the 196Os, as awareness of potential pollution risks grew, the insur- 
ance industry began an ongoing process of revising, redefining, and lim- 
iting its pollution coverages. For example, insurers added a pollution 
exclusion clause to CGL policies that attempted to limit liability to sud- 
den and accidental releases rather than gradual ones. In the past few 
years, they have also changed the terms under which a claim could be 
presented in certain CGL policies from occurrence-based to claims-made. 
Under the claims-made type of policy, claims for damages could gener- 
ally be made only during the life of the policy, not years later. 

During the 1970s some insurers developed an entirely separate Envi- 
ronmental Impairment Liability (EIL) insurance policy specifically to , 
cover third-party damages caused by pollution. Some of the terminology 
in the policies was crafted with coverage for pollution in mind. How- 
ever, because the coverage is still relatively new, the precise scope of 

3Damages, particularly personal i&-ies such as cancer, can take years to develop after a person has 
been exposed to toxic substances. 
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the EIL coverage is difficult to determine. In addition, the terms and con- 
ditions of EIL coverage may vary substantially among company policies 
and even within a company from client to client. Virtually all EIL policies 
for USTS are issued on a claims-made basis and generally cover damages 
caused by the release of petroleum. 

Reinsurance for Pollution Insurers spread the risks of insuring potential losses by selling a portion 
Risks of those potential losses to reinsurers in exchange for a portion of the 

premium. As we reported in October 1987,1 the availability of reinsur- 
ante for hazardous waste pollution risks appears to be limited, accord- 
ing to the five major reinsurers and a reinsurance broker with whom we 
spoke. We could identify only two companies that currently offer such 
reinsurance, and then only on a very selective basis. In the opinion of 
these representatives, reinsurance for pollution liability risks has 
declined sharply since 1984, when foreign reinsurers began leaving the 
market. 

Two Major UST 
Insurance Suppliers 

According to a September 1984 EPA-funded study, the demand for tank 
insurance has been increasing and is expected to continue to rise 
because the problems associated with leaking USTs have become widely 
noted recently and because the Congress, states, and EPA have begun to 
impose financial responsibility requirements on tank owners and opera- 
tors. As mentioned in chapter 1, USTS were, to a large degree, unregu- 
lated prior to 1984. What regulation existed was generally administered 
at the local level in response to local fire codes. As a result, tank owners 
did not have to adhere to a specific tank management program such as 
is currently being required routinely as a condition for obtaining 
insurance. 

We identified and obtained information from two companies that pro- 
vided significant amounts of tank liability insurance in response to this 
growing demand over the past 3 years. Other firms had substantially 
smaller programs. Together, these two firms each provided iraurance to 
owners of about 100,000 tanks, or insured about 30 percent of the 
695,000 tanks subject to regulation in the retail motor fuel sector. Of the 
1.4 million tanks subject to proposed regulations, about 14 percent were 
covered by these insurers. 

4Hazardous Waste: Issues Surrounding Insurance Availability (RCED-M-2, Oct. 16,1987). 
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Federated Mutual For at least 3 years prior to mid-1987, the two principal suppliers of UST 

Insurance Company and insurance were Federated Mutual Insurance Company and The Planning 

the Planning Corporation Corporation (TX). In July 1987, TPC terminated its tank insurance pro- 
gram for the reasons discussed below. The Planning Corporation special- 
izes in the development, installation, and administration of mass- 
marketing insurance programs for trade and professional associations 
such as petroleum marketers. TPC then sells its insurance program to an 
insurance company that issues the actual policies. TPC has operated in 
this fashion since 1982 and used the International Surplus Lines Insur- 
ance Company (ISLIC) exclusively over the past 2 years to handle its 
insurance program for petroleum marketers. However, the success of 
TPC'S insurance program rested with ISLIC'S reinsurance arrangement 
with the Pollution Liability Insurance Association (PLIA). PLIA is an asso- 
ciation of about 20 insurance companies which reinsures the pollution 
businesses written by its members. Because of problems between PLIA 
and ISLE, as of July 1, 1987, ISLIC stopped writing tank insurance policies 
under TPC'S insurance program. TPC is currently assisting some petro- 
leum marketers in establishing a risk-retention group that is targeted to 
begin operation in January 1988. 

The tank insurance policies of both Federated and TPC generally covered 
government-ordered on-site and off-site cleanup expenditures and third- 
party liability awards. Federated offers pollution liability coverage only 
as part of a complete liability package-including, for example, work- 
men’s compensation and general liability-and has no reinsurance 
arrangement. TPC'S insurance program, on the other hand, offered tank 
coverage only as a separate policy. All policies were written on a claims- 
made basis. 

The essential features of the tank insurance programs offered by these 
two firms for petroleum USTS are as follows: 

l The Planning Corporation (through ISLIC) offered policy limits of $2 mil- 
lion per occurrence and $4 million annual aggregate in 1986 but dropped 
to $1 million per occurrence/$2 million aggregate in 1987. Federated 
offered policy limits of $1 million per occurrence and $2 million in 
aggregate during this same time. (Both firms had offered policy limits of 
$10 million in 1985.) 

l TPC operated nationwide; Federated had offices in about 36 states, not 
including the New England area, Alaska, and Hawaii. 

l Premiums charged by Federated ranged from $250 to $1,500 per retail 
outlet in 1987 and continue to rise. Premiums charged under TPC'S pro- 
gram ranged from $400 to over $2,000. 
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. Deductibles averaged $50,000 and ranged from $5,000 to $500,000 on 
policies under TPC’S program. Generally there were no deductibles asso- 
ciated with Federated policies until November 1987, when a mandatory 
$25,000 deductible was instituted on all Federated tank policies. 

. General condition of tanks including tank age and construction (e.g., 
steel vs. fiberglass), management practices such as daily inventory con- 
trol, and having multiple locations were principal factors in deciding to 
insure tanks. 

According to these two firms, claims incurred have averaged less than 
$30,000 for one of them and between $80,000 and $100,000 for the 
other firm; most were under $25,000. As of August 1987, the largest 
claim incurred by one insurer was about $3,500,000 and the other was 
about $500,000. Virtually all claims paid have been for cleanup; only a 
few claims were for third-party property damage. No claims have been 
paid by the two firms for bodily injury. However, according to the vice 
president of TPC, frequency and value of claims and the incidence of 
third-party liabilities have increased sharply over prior years. Loss 
experience for both insurers has worsened over the last several years, to 
a large extent, as a result of state regulations and oversight and 
increases in cleanup costs, due also, in part, to additional state involve- 
ment, according to the insurers. 

The two principal sources of tank insurance gave us the following rea- 
sons they had been willing to insure tanks: 

. The market consisted of a large number of small and medium-size risks. 
Losses are frequent but not severe, averaging less than $30,000 to 
$100,000 to clean up. 

. Losses are typically limited to cleanup with few if any third-party 
claims. 

. Losses are reported soon after they occur and cleanups are normally 
completed soon after. 

l The exposure is homogeneous- limited to only petroleum spills. 
l The underground storage tank provision of the statute imposes liability 

only on tank owners or operators; therefore, joint and several liability, 
does not apply.” . 

‘The standard of joint and several liability has been applied to hazardous substance cleanup under 
Superfund. Under joint and several liability, although a number of parties may have contributed to 
the presence of hazardous waste at a site, one responsible party can be held liable for the entire cost 
of cleanup, not just for that portion that can be attributed to that party. 
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l Gasoline is detected by taste or smell, even in minute quantities. There- 
fore, it is easily detectable and is not likely to be ingested by individuals, 
particularly over a period of time. 

Although TPC no longer provided tank insurance through ISLIC as of July 
1987, TPC is now assisting certain tank owners in developing a risk- 
retention group. Federated plans to continue to provide tank insurance. 
Federated officials told us that they are quite content with their share 
of the market at the present time. As a result, Federated has no plans to 
increase its market share or policy limits and coverage, nor does it plan 
to decrease its market share. In addition, PLM-the reinsurer for TPC'S 
insurance program-is still in existence and is trying to enlist other 
insurance brokers to develop insurance programs such as TPC'S. One 
such example is discussed later in this chapter. 

Several Insurers No Despite policy revisions, by the mid-1980s insurers were maintaining 

Longer Provide Tank 
that the combination of the inherent riskiness of insuring against pollu- 
tion releases, judicial decisions involving liability standards and insur- 

Insurance ante contract coverages, and broad liability established by federal 
environmental laws made it difficult to write new pollution insurance, 
including tank insurance, at a profit. As a result, numerous firms that 
once offered EIL insurance for underground storage tanks stopped 
offering it or tank owners did not purchase it because it was very expen- 
sive. We obtained information about tank insurance policies offered by 
six insurance companies that have withdrawn from or are no longer 
active in this market. With one exception, they are not interested in 
reentering the market. 

American International 
Group 

The American International Group (AIG) of New York, the principal cur- 
rent supplier of pollution insurance, is the holding company for about 
110 member companies. AIG began writing EIL coverage in 1980 and 
wrote an estimated $40 million in pollution premiums in 1986. AIG cur- 
rently insures pollution risks at land disposal facilities, chemical compa- 
nies, electronic companies, aircraft companies, and petroleum terminals. 
In a January 1987 meeting, AIG officials told us that AIG no longer , 
insures underground storage tanks although it served a minimal share 
of the market from 1980 to 1984. Premiums charged for this type of 
coverage ranged from $350 to $2,000 per station. Premiums were deter- 
mined using a number of factors, including tank age, location, type of 
tank, and what type of integrity testing was done. When AIG realized the 
potential problems associated with insuring tanks, it discontinued this 
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coverage. AIG indicated, however, that it currently provides a limited 
amount of tank coverage on an incidental basis to clients that have 
newer tanks and purchase other AIG coverage. 

An AIG official told us that AIG has no definite plans at present to reenter 
the market for UST pollution liability insurance, but may sell this cover- 
age again if “market conditions,” change. This official did not elaborate 
on the meaning of “market conditions,” explaining that it was difficult 
to define. AIG officials told us that because federal and state regulations 
have imposed or will impose high safety standards on the construction 
and use of tanks, they do not see any reason why well-built and prop- 
erly managed USTS cannot be operated safely and insured. 

If AIG were to develop a market, we were told that underwriting-guide- 
lines would be very restrictive, possibly covering only new tanks. 
Existing tanks would be insured only if certain requirements were met 
and tank testing and installation requirements would be very important. 

Oilmen’s Insurance 
Company, Inc. 

Oilmen’s Insurance Company, Inc., located in New York City, provides 
property and casualty insurance for petroleum marketers. Policies are 
written and claims service provided by Fireman’s Fund Insurance Com- 
panies. In 1985, Oilmen’s insured approximately 700 independent petro- 
leum marketers, owning 2,100 to 3,200 gasoline retail outlets. Prior to 
September 1985, pollution coverage for USTS was included under a CGL 
policy, but after that date it was sold as a separate policy. Coverage 
limits for pollution liability were $500,000 per incident and $1 million in 
aggregate. Since Oilmen’s was established in 1983, fewer than 30 claims 
for underground storage tanks leaks have been filed, according to a Fire- 
man’s Fund official. These claims ranged from a low of $5,000 to not 
more than $200,000. 

According to an Oilmen’s official, in 1986 the company sold only one or 
two pollution policies for tank leaks, primarily because its policy was 
not as competitive as other insurers. The official gave a number of rea- 
sons for the limited interest in Firemen’s policies, including the 
following: i I 

. The policy limit is set at $500,000, which is considerably lower than the 
two other primary providers of this coverage and is more expensive. It 
is also less than the congressionally mandated $1 million minimum. 

l Oilmen’s underwriting policies and practices are stricter than its 
competitors’. 
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Shand, Morahan, and 
Company, Inc. 

Shand, Morahan of Illinois is an underwriting management firm; the 
Evanston Insurance Company provides its main source of business. In 
1979, Shand, Morahan developed a pollution liability insurance program 
and put its program on the market in 1980 as the first domestic com- 
pany to offer pollution liability insurance in the form of EIL coverage. 
Shand, Morahan offered a monoline coverage for pollution liability 
insurance and covered all environmental risks (except marine risks), 
including underground storage tanks containing petroleum products. 

Although business had peaked by 1984 and Shand, Morahan had about 
30 to 40 percent of the overall EIL market, because of concerns about 
enormous potential future losses and court rulings which expanded 
insurance coverage, Shand, Morahan decided to no longer offer EIL 

insurance, including tank insurance, after 1984. Shand, Morahan told us 
that it still has the same concerns and does not plan to reenter this mar- 
ket, nor does it expect other insurers to do so. 

Other EIL Insurers Who 
Withdrew From the 
Market 

We identified three other insurance companies that have also pulled out 
of the EIL/UST insurance market, except to provide coverage to long-term 
preferred clients who have other insurance coverage with these compa- 
nies. These firms are the Travellers Insurance Company, Liberty 
Mutual, and Hartford Steam Boiler Inspection and Insurance Company. 
Hartford Steam Boiler, formerly one of the larger EIL insurers, told us it 
withdrew from the EIL market during 1984 because it feared tremendous 
future losses. The other companies, which had relatively smaller shares 
of the market, expressed similar reasons for leaving this market and 
have no intentions of expanding their insurance coverage in this market. 

Several New Firms 
Offered UST 
Insurance in 1987 

In 1987, several new firms provided pollution liability insurance for 
underground tanks. In addition, several other firms have plans to pro- 
vide tank insurance in the future, but they are several months away 
from issuing policies. 

One company that entered this market in 1987 is MS1 Insurance, located 
in Minnesota. MS1 sells insurance in a five-state region and is consider- l 
ing expanding to include some Western states. Its policy limits are gener- 
ally relatively low-$ 100,000 per occurrence and $300,000 in 
aggregate, which is considerably less than the $1 million minimum per 
occurrence set by law and the $6 million maximum aggregate level pro- 
posed by EPA. According to an MS1 official, however, policy limits up to 
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$3 million in aggregate are available for large firms with multiple loca- 
tions. Its claims-made, EIL policy covers third-party liability but does not 
cover corrective action costs. MS1 will not insure tanks more than 20 
years old and requires that the tanks be tested. 

Kapnick & Co., Inc., an insurance broker that sells insurance through 
Michigan Mutual Insurance Company (which is reinsured through the 
PLIA), is the other new company. Like MSI, it issues a claims-made, EIL 

stand-alone, tank insurance pollution liability policy. Its operation is 
much like TPC'S, and, in fact, the idea to offer tank insurance came as a 
result of TPC'S leaving the market. Kapnick prefers to sell UST coverage 
as part of a larger package of insurance but will sell it alone. To date, 
Kapnick has primarily targeted petroleum retailers, but it is considering 
insuring tank owners in the nonretail motor fuel sector such ascar deal- 
erships and school bus systems. 

Kapnick, which is located in Michigan, began offering tank coverage in 
July 1987. It has written only four policies to date but will be making 
site visits to 125 other potential customers to give them quotes on the 
cost of insuring their tanks. Its policies cover cleanup off-site, bodily 
injury, and property damage and are written primarily in Michigan, 
Indiana, and Ohio for purposes of manageability. The policy limits cur- 
rently are $2 million per occurrence and $3 million in aggregate and may 
increase to $6 million. 

According to a Kapnick official, a $1 million policy-which can cost 
between $1,000 and $5,000-seems to be the most popular level of cov- 
erage right now. Premiums are quoted on a per location basis. There is a 
minimum deductible associated with the policies of $2,500 for a single 
location, which increases with the number of stations owned. For exam- 
ple, a lo-location insured might have a $10,000 deductible. Age and type 
of tanks are important factors in Kapnick’s decision to insure tanks and 
determining the premium charged for the coverage; other factors consid- 
ered include proximity to groundwater, inventory controls, and type of 
pumping system. As a general rule, Kapnick does not insure tanks more 
than 20 years old. 
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Experience of Gas To obtain the views of actual UST owners, we contacted eight firms 

Station Owners and 
located in Massachusetts, Vermont, Maine, Connecticut, Florida, and 
Wisconsin. Firms were referred to us by state environmental officials 

Jobbers in Obtaining and various trade associations. Because these firms were not randomly 

UST Insurance selected and because we spoke with only eight firms, their views may 
not be representative of all gas stations owners or jobbers. The North- 
east is overrepresented in our discussions because one of the two major 
providers of UST insurance pulled out of this geographic area, making 
insurance availability a highly visible problem there. As a result, trade 
associations were more aware of firms in this region that were experien- 
cing problems and were willing to talk to us. 

The eight firms selected were considered small, medium, and large, own- 
ing 1 to 750 USTS. Each of these firms has been in business for at least a 
decade and has annual revenues ranging from $1.5 million to $150 mil- 
lion. Two of the firms are currently without tank insurance. The remain- 
ing six firms have current tank insurance coverage primarily through 
The Planning Corporation; however, their policies will expire by June 
1988. All eight firms are concerned about how they will be able to 
demonstrate financial responsibility at the levels proposed by EPA, par- 
ticularly now that there is only one major supplier of UST insurance 
whose limits are substantially lower than many of the limits proposed 
by EPA. 

All of the firms told us that it is extremely difficult to obtain adequate 
pollution liability for USTS at any price. One firm told us, for example, 
that it had contacted 44 insurance companies and was unable to find 
any coverage. Other firms said they relied on their insurance brokers to 
find tank insurance for them. Some of the brokers contacted as many as 
20 insurance companies before they were successful in obtaining tank 
insurance. Three of the eight firms noted that their coverage had been 
canceled, primarily because the insurer discontinued offering UST cover- 
age. One of the three was able to find other coverage. 

Overall, the firms believed that not only has tank insurance become 
increasingly more difficult to obtain, but also it has become more expen- 
sive. For example, one small company’s premiums tripled between 1986 
and 1987. In 1986, it paid $3,000 for a policy with a $4 million limit and 
a $10,000 deductible. In 1987, the same insurer charged a $10,000 pre- 
mium for a $2 million maximum policy with a deductible of $25,000. In 
another example, an insurer’s premium increased from $11,000 in 1984 
to $14,000 in 1985 to $29,000 in 1986. Correspondingly, the coverage 
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dropped from a maximum of $9 million in 1985 with a $10,000 deducti- 
ble to a maximum $4 million policy with a $50,000 deductible in 1986. 
Another firm’s premiums increased from $10,000 in 1985 to $25,000 in 
1986 to $73,000 in 1987, while the coverage continued to decline. 
According to officials of these companies, they had neither experienced 
any claims nor increased the number of tanks covered by the policies. 
They told us the policies only covered underground storage tanks and 
not other aspects of their operations. 

None of the firms we interviewed considered any of the other methods 
of demonstrating financial responsibility permitted by the law as viable 
options: they either did not have the financial resources to qualify for 
them or could not afford to have resources tied up. According to the 
firms, insurance was the only real option, and they believed that the 
lack of insurance would drive some marginally profitable stations out of 
business, thereby strengthening the dominance of the major corpora- 
tions. To remedy this problem, they almost all suggested the creation of 
a federal fund or an amnesty program. The pros and cons of these and 
other options are discussed in chapter 5. 

Lack of Insurance Will EPA has estimated that approximately 65 percent of the tank owners 

Affect Thousands of 
who would be subject to regulation would be unable to comply with pro- 
posed financial responsibility requirements if they were imposed in mid- 

UST Owners to late-1988. According to EPA, insurers, and others we spoke with, 
thousands of UST owners and operators in the following categories will 
have serious difficulty in obtaining insurance in the current limited 
market: 

. Persons who own or operate one or two stations, accounting for 80,000 
to 85,000 retail outlets. 

. Owners of USTS who do not meet underwriting criteria, particularly 
those with tanks over 15 years old or who do not follow certain manage- 
ment practices, such as regularly keeping track of petroleum deliveries 
and sales as a means of detecting losses due to leaks. (The specific 
number of tank owners in this category is not known.) 

. Small businesses in the nonretail motor fuel sector, such as car I \ 
dealerships. 

Most jobbers, independent chain marketers, and convenience store own- 
ers have generally been able to obtain pollution liability insurance for 
their USTS, according to the insurers, EPA, and various industry associa- 
tions. In addition, major oil companies and other major corporations, 
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who own more than 175,000 tank, can generally meet financial responsi- 
bility expenditures from their own resources (self-insure) and thus do 
not need to purchase insurance. 

According to TPC, UST owners with a single service station have not his- 
torically been interested in purchasing tank insurance because there was 
no requirement or because they did not meet insurers qualifications. In 
addition, a TPC official told us that his company has not pursued this 
market vigorously because it is very costly, administratively to go after 
smaller accounts. EPA estimates that virtually all of the 80,000 or more 
UST owners in this group cannot obtain tank insurance. The Service Sta- 
tion Dealers of America, which represents most of the gas station own- 
ers and operators who own one station, polled its membership in 1986 
and found that only 16 percent of those responding had tank insurance. 

In addition, insurers generally consider tanks 15 to 20 years old to be 
highly suspectible to leaking. Accordingly, the two major sources of tank 
insurance will either not insure tanks in this age range or impose a sub- 
stantial surcharge to cover them. 

To determine how the nonretail motor fuel sector would be affected 
under EPA'S proposed financial responsibility rules, we contacted about 
25 associations and several large companies. In general, we found that 
most of these groups had very little or no data pertaining to the number, 
type, age, size, and insurance arrangements of tank owners in their 
industry. Two associations had, however, conducted limited surveys of 
their members, as follows: 

. In 1987, the National Association of Fleet Administrators found from 87 
responses to its survey of 130 government and utility company car fleet 
members that 18 (21 percent) had pollution liability insurance for USTS; 

23 (26 percent) were self-insured; and 46 (53 percent) had no coverage 
of any kind. 

l At least 60 percent of the membership of the National Association of 
Truck Stop Operators had tank insurance as of January 1987. 

Representatives of tank owners in the nonretail motor fuel sector told us 
that their members are particularly concerned about their ability to 
comply with proposed financial responsibility regulations. Insurers have 
indicated that they are not interested in insuring their tanks because 
very little is known about their tank management practices. Several 
association representatives told us that to deal with this situation some 
of their members have decided or are considering no longer using and 
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permanently closing their tanks to avoid being subject to UST financial 
responsibility requirements, From an environmental protection stand- 
point, this may be the most appropriate outcome. 

Conclusions Currently, the supply of pollution liability insurance for the nation’s 1.4 
million tanks is quite limited. Major corporations-which account for at 
least 175,000 tanks in the retail motor fuel sector and an unknown 
number of tanks in the nonretail motor fuel sector-generally have 
financial resources sufficient to self-insure and do not have to purchase 
insurance. For most of the remaining tank community, however, Feder- 
ated is the only insurance industry source that provides a significant 
amount of pollution insurance for USTS, insuring about 100,000 of the 
1.4 million tanks in the United States. A few other companies w-rite tank 
insurance, but the policy limits are low. Several firms have expressed 
their plans to provide tank insurance in the future, but they are several 
months away from issuing policies. Past insurers told us that they gener- 
ally are not interested in reentering this market. As will be discussed in 
chapter 3, most tank owners do not view other methods of demonstrat- 
ing financial responsibility, such as letters of credit, as viable. Their rea- 
sons and the pros and cons associated with methods other than 
insurance are discussed in the next chapter. 

Because of the current state of the tank insurance market, thousands of 
tank owners will not be able to comply with upcoming financial respon- 
sibility requirements by purchasing insurance. How many is difficult to 
quantify at the present time. Small businesses in both the retail and 
nonretail motor fuel sector are very likely candidates for noncompli- 
ance. Given the limited insurance market, some solutions seem war- 
ranted to assist tank owners in meeting financial responsibility 
requirements. A number of options are presented in chapter 5. 
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EPA'S proposed financial responsibility requirements allow owners of 
USTS to use one or a combination of eight methods other than insurance 
to demonstrate financial responsibility (see table 3.1). However, EPA rec- 
ognizes that some methods will not be widely available or used by UST 

owners. EPA expects that most tank owners will try to use insurance to 
demonstrate financial responsibility to the extent it is available. A major 
reason for the limited use of several of the methods is that financial 
institutions that need to be involved with most of these mechanisms are 
reluctant to participate because of the potentially enormous losses they 
believe are associated with pollution risks such as leaking tanks. In 
addition, many UST owners’ limited financial resources preclude them 
from qualifying for some of the other methods. According to EPA and 
others we spoke with, if insurance is not available, self-insurance, risk- 
retention groups (once they are established), and state cleanup trust 
funds appear to be the most practical and viable of the mechanisms for 
a limited number of UST owners. 

A number of other methods, including guarantees, indemnity contracts, 
surety bonds, and letters of credit, are not expected to be used much 
because they are not traditional means of providing compensation to 
third parties for bodily injury and property damage. In addition, unlike 
insurance, no organized system of claims settlement exists in connection 
with some of these mechanisms. EPA, however, is permitting their use to 
afford tank owners and operators with as many options as possible 
since insurance is generally unavailable. Table 3.1 defines the eight 
methods other than insurance. 
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Table 3.1: Methods Other Than insurance 
for Demonstrating Financial Method Definition 
Responsibility Financial test of self- A firm must demonstrate that it has a large reserve of assets whrch 

insurance is adeauate to meet its obliaations. 
Risk-retention groups Groups or associations of individuals who generally face a similar 

risk form pool to provide liability coverage the members, usually 
because it is not available otherwise. They function much like 
insurance companies. 

State cleanup funds State-financed programs are permitted by the proposed financial 
and other state responsibility rules if they have been approved by EPA. 
assurances 
State-required 
mechanism 

Letter of credit 

Guarantee 

Indemnity contract 

Surety bond 

Tank owners and operators may use a mechanism which does not 
exactly resemble any federally required mechanism, if EPA has 
determined that it provides sufficient assurance of financial 
responsibility. 
A bank or other financial institution Issues an instrument which 
essentially provides a line of credit to meet monetary obligations of 
the customer if the customer fails to do so. 
One firm promises to pay specified debts or perform specified 
obligations of another firm in the event the first party fails to 
perform. 
A contract between two firms under which one firm promises to pay 
actual losses or damages which might be sustained by another firm 
in the future. 
A surety company makes an agreement with a tank owner, 
guaranteeing that if the tank owner fails to perform corrective action 
or compensate injured third parties, the surety will perform. 

Financial Profile of The feasibility of using financial assurance mechanisms other than 

Tank Owners and insurance, such as self-insurance or letters of credit, is closely tied in 
many cases to the financial strength and stability of tank owners or 

Operators in the Retail operators. A May 1986 study,’ done under contract for EPA and updated 

Motor Fuel Sector in 1987, profiled the financial condition of about 90,000 firms that own 
and operate retail motor fuel outlets and made several findings in this 
regard. These findings help illustrate why methods other than insurance 
have limited appeal or application to many tank owners and operators 
who do not have the financial resources to procure them. The following 
are some of the study’s principal findings: 

l Firms in this sector vary from very small to very large; however, most 
are very small with 90 percent of the total universe of approximately ! 
90,000 owning only one outlet. 

%is study, Financial Responsibility for Underground Storage Tank Releases: Financial Profile of 
Retail Motor Fuel Marketing Industry Sector (WA Contract No. @3-01-7063), was prepared by Merid- 
ian Research, Inc., and Versar, Inc. 
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l About 98 percent of the firms (about 87,600) have assets of less than $1 
million; about 94 percent have assets of less than $600,000. 

l About 80,000 firms, known as open dealers, generally own only one sta- 
tion, have total assets of about $210,000, and earn about $14,000 in 
annual after-tax profits. EPA stated in its proposed regulations that open 
dealers generally have a net worth of $90,000. 

l Jobbers have assets in the range of $300,000 to $9 million. 
l Very few firms (about 2,140) have assets in the $1 million to $1 billion 

range, which is too small for refiners but too big for jobbers. 
. Less than 1 percent of all firms in the retail motor fuel sector have 

assets over $1 billion. The 27 firms in this category are refiners and the 
largest convenience store chains. 

EPA'S proposed regulations automatically presume that UST owners that 
have a net worth of $200,000 or less (which would be most of the 80,000 
open dealers) will generally not be able to obtain letters of credit, surety 
bonds, or pass the financial test of self-insurance. 

Analysis of Methods This chapter describes methods or instruments other than insurance 

Other Than Insurance 
that could be used to ensure that funds will be available for corrective 
actions and third-party liability costs arising from leaking USTS. It also 
evaluates their potential performance in the UST context and assesses 
their advantages and disadvantages. Our audit work indicates that self- 
insurance for large firms, state cleanup funds where they exist, and 
risk-retention groups (if established) will probably be used to a greater 
extent than other methods. 

Financial Test of Self- 
Insurance 

In the case of USTS, the most significant aspect of the test included in the 
proposed regulations is demonstrating that the owner or operator has a 
tangible net worth2 of at least 10 times the annual aggregate amount of 
insurance coverage required (making between $10 million and $60 mil- 
lion of net worth required). The requirement of 10 times the aggregate 
will probably restrict the use of this mechanism to only large, finan- 
cially stable, publicly held corporations such as major petroleum refin- 
ers (which own a total of about 175,000 tanks), or national car rental 
agencies, bus companies, or utility companies (which own an unknown 
number of tanks). According to LPA, nearly 9,000 jobbers and 80,000 
independent chain operators and open dealers will not be able to qualify 

‘EPA defines “tangible net worth” as the value of assets that remain after deducting the amount of 
liabilities and intangible assets., such as goodwill and rights to patents or royalties. 
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for the financial test of self-insurance as it is currently proposed nor 
will an unknown number of small to medium-sized firms in the nonretail 
motor fuel sector. 

If a firm can qualify as a self-insurer for the full amount of required 
coverage, it would not have to buy insurance or any other financial 
assurance mechanisms. In devising the financial test of self-insurance, 
EPA wanted to ensure that 99 percent of the self-insuring firms will be 
able to meet corrective action and third-party obligations once incurred.3 
The use of a multiple of 10 times the aggregate coverage required, 
according to EPA, would ensure that a failure rate of 1 percent would not 
be exceeded. This test for self-insurance will also be used to qualify enti- 
ties that wish to provide guarantees and indemnity agreements to firms 
that own USTS. 

As indicated above, large and financially viable firms that own USTS are 
the most likely candidates to self-insure against the risk of leaking USTS. 
Representatives of four major oil companies who own approximately 
48,000 tanks told us that it will not be difficult for their companies to 
comply with EPA'S proposed financial responsibility requirements. They 
said it would be done primarily through self-insurance and/or with com- 
prehensive liability insurance or excess insurance coverage for cata- 
strophic situations. In fact, all of them told us that as a prudent business 
practice they currently provide, in some way, for the possibility of 
leaks. They said further that they had been maintaining financial 
responsibility for potential leaks and upgrading their tanks for many 
years prior to EPA'S proposed regulations. 

Representatives of major oil companies also pointed out that insurance 
is generally not available to cover on-site cleanup costs and therefore 
they have always had to self-insure for this aspect of the risk. Accord- 
ing to these officials, major oil companies that have insurance are cov- 
ered only for third-party liabilities and not for on-site cleanup costs. 
They believe the lack of insurance for on-site cleanup, however, will 
become a major problem most tank owners must address once the final 
regulations become effective. 

EPA has received numerous comments from the Small Business Adminis- 
tration, The Planning Corporation, and industry representatives who 
have said that the aggregate dollar amounts as well as the multiple of 10 

3The number of fii that would fail to meet their obligations is largely determined by the impact of 
a significant obligation on a firm that is already in poor condition. 
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are too high. The consensus of these parties seems to be that an aggre- 
gate of $2 million would be sufficient to cover most losses. They also 
said that the financial test of self-insurance should be revised to allow 
tank owners or operators to have a net worth of $1 million or $2 million. 
Chapter 5 discusses the pros and cons of this option. 

Risk-Retention Groups Risk-retention groups or associations function in much the same way as 
insurance companies. These groups are formed and operated by entities 
facing risks of a similar nature. Individual risks of group members are 
transferred to a risk pool administered by the association. In return, 
members of the association pay a premium based on the expected value 
of their individual losses. The cost of losses is borne by the risk-reten- 
tion group. The primary difference between an insurance company and 
a risk-retention group is that insurance companies sell their services to 
the public at large. 

Until the passage of the Product Liability Risk Retention Act of 1981,4 
which was subsequently amended by the Risk Retention Act of 1986, 
many state laws made formation of risk-retention groups very difficult. 
The current law permits certain types of risk-retention groups to pro- 
vide their member-owners with liability insurance coverage on a nation- 
wide basis. The 1986 law opened the pooling arrangements beyond 
product liability coverage to a broader array of entities that have expe- 
rienced extreme difficulty in securing adequate, affordable, commercial 
liability coverage in a limited insurance market. 

Although the 1986 act eliminated many of the barriers to the formation 
of such groups, some major obstacles still remain. For example, a risk- 
retention group still must be chartered and licensed under the laws of at 
least one state. This requires expenditures of as much as $100,000 or 
higher for organizational costs, including lawyers, accountants, actua- 
ries, and consultants with no assurance that the group will ever be 
approved for operation. Obtaining adequate member participation and 
capital to provide necessary limits of coverage could be a problem as 
well. The total amount of insurance and number of policies written in a 
risk-retention group could also be limited by capital reserves. 

4Vet-y few risk-retention groups were created to supply product liability insurance as a result of the 
passage of the Risk-Retention Act of 1981. In fact, in our July 1986 report, Insurance: Activity Under 
the Product Liability Risk-Retention Act of 198 1, HRD-86- 120BR, we uncovered a total of only seven 
risk-retention groups. 
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With regard to underground storage tanks, The Planning Corporation- 
which was a substantial provider of tank insurance until July 1987-is 
assisting tank owners and operators in forming a risk-retention group. 
This group, which will be licensed in Tennessee, will be known as the 
Petroleum Marketers Mutual Insurance Company-a Risk-Retention 
Group and is scheduled to begin offering insurance in January 1988. The 
group plans to offer claims-made, stand-alone, tank insurance policies 
with maximum limits below $1 million. Initially, the program will be 
targeted at jobbers, who will pay a one-time minimum capital contribu- 
tion of $2,000 (this sum would increase depending on how many loca- 
tions they own). In addition, they will be charged a minimum insurance 
premium of about $2,000. 

In summary, risk-retention groups are an emerging entity essentially 
still in the design and conceptual stages. While these groups could poten- 
tially offer some relief or hope to tank owners or operators in the 
future, no risk-retention groups are currently offering tank insurance. 
Before they become feasible options, a number of obstacles must be 
overcome such as startup and capitalization costs. 

Use of State Cleanup 
Funds 

Under the April 1987 proposed rule, EPA is allowing tank owners and 
operators to use state cleanup funds and other state assurance mecha- 
nisms approved by EPA on a case-by-case basis to demonstrate financial 
responsibility, regardless of whether the state has an approved UST pro- 
gram. The existence of a state fund that can be used to pay for cleanup 
of leaking USTS may be the only hope for many tank owners and opera- 
tors-particularly the small ones who cannot obtain insurance or qual- 
ify for self-insurance. As of August 1987, however, only 12 states had 
specific or general funds which could be used to clean up leaks from 
petroleum USTS. Many of the other states are considering creating such 
funds; however, it is uncertain how many will have funds by the time 
EPA'S proposed regulations become effective and whether EPA will ulti- 
mately approve them since a wide variety of funds already exists. A few 
states have no plans at the present time to establish a fund, or efforts to 
establish them have been defeated. 

State trust funds can be very broad in scope, covering all corrective 
actions and third-party compensation costs for broad groups of tank 
owners and operators. They can also apply to a very narrow range of 
situations such as abandoned tanks or cleanup costs only. Connecticut, 
for example, has an Emergency Spill Response Fund that can be used to 
contain or remove discharges of oil/petroleum or hazardous wastes and 
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provide an alternate drinking water supply. This fund provides cover- 
age for corrective action but not for third-party liabilities. The source of 
revenue for the Connecticut fund is recovery of the costs from the 
responsible party. In Florida, however, the Inland Protection Trust Fund 
is sustained by tank registration and renewal fees as well as a tax on 
petroleum products, penalties, recoveries, and a loan from another 
cleanup fund. The Florida fund may be used to respond to cleanup costs 
of inland contamination incidents resulting from the storage of petro- 
leum products but does not cover any third-party liability claims. 

A remaining unanswered question with newly created state funds is 
actually how these methods will work and how claims will be resolved, 
particularly those that cover third-party compensation. In addition, 
those that do not cover third-party compensation will offer only partial 
help in fulfilling financial responsibility requirements because tank 
owners or operators will still have to seek insurance-which is not gen- 
erally available-or other financial assurance mechanisms to fully sat- 
isfy the UST regulations. Thus, state funds may be limited in 
applicability and scope. 

Use of State-Required 
Mechanisms 

Several states have adopted (and others may adopt) regulations that 
require UST owners or operators to use specific financial mechanisms, 
such as trust or escrow accounts, to demonstrate financial responsibil- 
ity. These state-required mechanisms may be different from the federal 
one. To avoid unnecessary duplication and cost, EPA proposes to allow 
owners or operators to use state-required mechanisms to meet EPA'S UST 
requirements once state plans are approved by EPA. Key factors EPA 
plans to consider in approving the use of state-required financial assur- 
ance mechanisms are (1) the certainty that the funds will be available 
and (2) the types of costs covered by the mechanism, and (3) the amount 
of funds that will be available. EPA is not certain about the desirability 
of this option and has requested public comments. 

Letters of Credit A letter of credit is a financial instrument through which a financial 
institution undertakes to meet a monetary obligation of its customer if ) 
the latter fails to do so. This instrument gives a third Party-EPA, in this 
case-the right to draw funds from the institution that issued the letter, 
upon presentation of specific documents spelled out in the letter of 
credit. Compared to other forms of lending, banks consider letters of 
credit to be risky in general and prefer not to issue them, but will for 
their best commercial customers. According to several bank officials we 
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spoke with, a marginally profitable, small company such as a single-sta- 
tion owner or operator, would “probably never” be issued a letter of 
credit. None of them knew of any situation where letters of credit are 
being used to cover pollution risks associated with USTS. 

The institution issuing a letter of credit charges a.n annual fee from 1 
percent to 2-l/2 percent of the value of the letter of credit. Conse- 
quently, the cost of a $1 million letter of credit could range from $lO,OO( 
to $25,000-more than 10 times the cost of insurance. To obtain a letter 
of credit, the prospective client must have a very strong customer rela- 
tionship with the issuing institution and, in the case of small firms in 
particular, may be required to post collateral for the full amount of the 
credit. Pledging assets as collateral could, however, restrict financial 
resources available to operate the business. As a result, this mechanism 
will generally be available only to firms that banks believe can pay for 
corrective actions and that have adequate assets that could be seized if 
the firm’s performance is not satisfactory. 

Another problem arises with claims for payment when a letter of credit 
is used because EPA as the beneficiary would be put in the position of 
collecting money from the issuing institution. As a result, EPA could 
become an insurance claims adjuster deciding the validity of claims and 
damages to be awarded. (A similar problem could also exist with regard 
to surety bonds, indemnity contracts, and guarantees.) Providers of let- 
ters of credit are not likely to have experience in handling complicated 
environmental damage claims and do not wish to participate in claims 
dispute resolution. Accordingly, letters of credit are not generally used 
to cover third-party liabilities. Letters of credit, however, do provide an 
economic incentive for the tank owner and operator to prevent, limit, or 
clean up releases because ultimately the firm will be using its own funds 
to reimburse the bank for the credit extended if a release actually 
occurs. The other side of this issue, however, is that the tank owner 
must have sufficient funds to repay the bank, should a leak occur. 

Guarantee A guarantee is usually based on the corporation’s financial strength as 
indicated by passing the financial test discussed earlier in this chapter. ’ 
In this particular situation to qualify as a guarantor, the firm must, in 
simplified terms, have a controlling interest in or substantial business 
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relationship with the firm it is guaranteeing.” EPA plans to allow certain 
firms such as petroleum wholesalers and suppliers that have an estab- 
lished business affiliation with tank owners and operators (such as gas 
station owners) to be potential guarantors. EPA hopes that this provision 
will increase the potential number of financial assurance providers. In 
the case of USTS, however, if the owner or operator fails to perform cor- 
rective action or satisfy a judgment, the guarantor must establish a trust 
fund from which EPA will direct the payment of corrective action costs 
or third-party claims. Problems with claims resolution are similar to 
those discussed for letters of credit. 

In our discussions of guarantees with representatives of four major oil 
companies, they pointed out that although they have the financial abil- 
ity to provide guarantees to some of their customers, they generally pre- 
fer not to because it would tie up substantial amounts of assets 
restricting their ability to operate. Some of them said that because of 
concerns about their corporate image as well as public health and the 
environment, they may become involved in cleaning up a customer’s 
leak, but such action would be taken on a case-by-case basis. According 
to a petroleum marketing association, few jobbers have the financial 
resources to provide guarantees to their gas station owners or operators 
or others they supply. In summary, while it is difficult to project 
whether the guarantee mechanism will be generally available to UST 
owners and operators, it appears it will be used sparingly. 

Indemnity Contracts An indemnity contract is a two-party contractual mechanism under 
which one party can obtain protection from another party against 
future losses or harm. The proposed rules for an indemnity contract are 
similar to those for a guarantee. Under this option, a firm with a sub- 
stantial business relationship with the tank owner or operator may act 
as an indemnitor-promising to indemnify the tank owner or operator 
for corrective actions and third-party claims by paying a specified sum 
directly into a fund. The firm providing the indemnification must show 
that it is qualified to provide financial assurance by annually passing 
the financial test described earlier. EPA believes that indemnity contracts 
are currently being used within the petroleum industry for this purpose;, 
however, the agency has very little information to support this belief. In 

%ontrolling interest means direct ownership of at least 50 percent of the voting stock. EPA’s pr@ 
posed regulation states that a substantial business relationship exists if one firm depends on the 
existing economic transactions between the guarantor and the owner or operator. 
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fact, a petroleum marketing association maintains that in the limited sit- 
uations where they exist, indemnity contracts are being used in the 
opposite fashion: the major oil companies want to be indemnified by 
their customers that is, jobbers and service station dealers. 

Surety Bonds Surety bonds have not generally been used for hazardous waste or pol- 
lution risks except by a few major corporations. The surety associations 
we interviewed indicated that the industry has very little, if any, inter- 
est in providing surety bonds for liabilities resulting from leaking under- 
ground storage tanks, because the exposures and potential losses are 
perceived to be great and they view these risks as a losing proposition. 
The availability of surety bonds may also be limited because EPA'S pro- 
posed regulations effectively limit the speed with which the surety com- 
pany may cancel a bond. The company must provide a 120 day notice of 
cancellation, and if the tank owner finds no other coverage within 60 
days, it must notify EPA. EPA may then direct the surety company to pay 
the full amount for which the bond was issued if a leak is suspected. 

The length of duration of coverage under a surety bond is an additional 
factor of major concern to providers of surety bonds. Surety experts 
have indicated that bonds are usually written for 1 or 2 years and that 
the risks cannot be adequately assessed for longer periods of time 
because there are too many uncertainties. In addition, surety companies 
have little or no experience with pollution risks and losses, making it 
difficult for them to price bonds accurately. Also, the exposure is not 
well defined and could be potentially large. 

The surety bond company’s main objective is to prequalify the client to 
prevent potential losses. A surety company will generally sign a bond 
based on the financial standing of the company, including its character, 
and must be convinced there is little risk in the long-term financial con- 
dition of the company. In some cases, collateral may be required as a 
guarantee against the risk, or the credit standing of a cosigner. Some 
insurers limit consideration of surety bonds to companies with net 
worth above $100 million. The direct costs of the bonds could vary from I 
$3.75 to $50 per $1,000; the Surety Association of America’s recom- . 
mended rate of $20 per $1,000 (2 percent) is the most widely quoted 
rate. At this rate, the cost of a $1 million bond would be $20,000. Some 
companies offer discounts below the standard rate to financially strong 
customers. One surety official told us that he does not expect larger 
firms that could qualify for surety bonds to seek them because they can 
avail themselves of more affordable options. 
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Bonds are also not appealing to many UST owners because they do not 
transfer the risk. If the surety company pays, it has the right to recover 
the funds it expends from the tank owner. Further, surety bonds are not 
generally written to cover third-party liability for bodily injury and 
property damage, so insurance would still have to be purchased for that 
kind of coverage. Finally, none of the companies we spoke with had ever 
used surety bonds or letters of credit. These factors reduce the demand 
for surety bonds as a means of demonstrating financial responsibility. In 
addition, surety bonds are generally more expensive than insurance, 
further lessening their appeal to UST owners or operators. 

Conclusions Although an array of noninsurance mechanisms is potentially available 
to tanks owners and operators for demonstrating financial responsibil- 
ity, to help to alleviate the current limited availability of tank insurance, 
these other methods are also limited or uncertain in availability or lim- 
ited in terms of scope and application. In some instances, these other 
methods offer only partial assistance in satisfying EPA-proposed require- 
ments. Some methods have never been used or have been used infre- 
quently to demonstrate financial responsibility, particularly for third- 
party liability. Further, the issue of how claims would be resolved using 
these methods has not been addressed, causing financial institutions to 
be concerned about becoming involved with covering tanks. Other mech- 
anisms, such as risk-retention groups, are still in the developmental 
stages and their ultimate outcome, applicability, and availability are 
uncertain. While self-insurance has been the most broadly used of the 
other methods available, it is generally applicable to only large 
corporations. 

Because of the gaps in coverage and the currently limited availability, 
methods other than insurance may not provide tank owners and opera- 
tors with adequate alternatives to insurance for complying with UST 
financial responsibility requirements at this time. As a result, the major- 
ity of tank owners may be faced with the dilemma of how to comply 
with the impending financial responsibility requirements. Chapter 5 dis- 
cusses some options to address this problem. 
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Chapter 4 

The Availability of Pollution Insurance for 
Marine Vessels 

As part of our study of the availability of insurance for petroleum 
underground storage tanks, SARA required GAO to consider the expe- 
riences of marine vessel owners and operators in obtaining insurance for 
liabilities arising from potential marine oil spills as required under the 
Federal Water Pollution Control Act (FWPCA), as amended. FWPCA was 
the most comprehensive federal statute dealing with compensation and 
liability for releases of hazardous substances prior to the enactment of 
Superfund legislation in 1980. SARA also required us to consider the oper- 
ations of the Water Quality Insurance Syndicate (W&IS)-a pool of 
insurers formed in 1971 to respond to FWPCA’s financial responsibility 
requirements. 

As discussed in chapter 2, the insurance market for USTS is quite limited, 
while liability insurance for vessels is generally available from hundreds 
of domestic and foreign companies to owners and operators of the 
approximately 23,000 to 25,000 vessels that must comply with this 
requirement. Marine insurance is generally available because 

. the vessel owner’s liability to the federal government is limited by law, 
and a revolving trust fund is available to help pay for losses above the 
set limit; 

. close regulation of the marine industry reduces the risks associated with 
this activity and in turn serves as an incentive for insurers to provide 
coverage; 

l assurance of financial responsibility sufficient to compensate third par- 
ties for personal injury or damage to their property is not required - 
only assurance for cleanup costs and damage to natural resources is 
required; 

l long, slow (gradual) leaks do not occur in the marine environment so 
that there is no time lapse associated with this risk; and 

l average cleanup costs have been relatively low-about $5,000. 

Although about 90 percent of the regulated community of vessel owners 
and operators uses insurance to demonstrate financial responsibility, 
WQIS currently insures a relatively small share of the regulated commu- 
nity-about 10 percent. Numerous American and international insur- 
ance groups offer insurance; however, British companies provide most 
of the pollution insurance written for vessel owners largely because the 
ocean-going marine insurance market has been based in England for 
more than 200 years. In addition, the British groups-unlike WQIS- 
offer pollution coverage as part of a total insurance package, resulting 
in an overall lower insurance cost. The U.S. marine insurance industry is 
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made up principally of commercial insurers who also underwrite prop- 
erty and casualty risks, although they handle their marine insurance 
lines of business separately from the property/casualty insurance lines. 

The Federal Water FWPCA, as amended, is the principal statute establishing liability and 

Pollution Control Act 
financial responsibility requirements for the discharge of oil substances 
into navigable U.S. waters or along shorelines. The act requires owners 
and operators of vessels over 300 tons to demonstrate that they have 
the financial resources to cover cleanup costs and repair or replacement 
of natural resources. It is important to note, however, that unlike the 
UST financial responsibility requirements, FWPCA does not provide a lia- 
bility provision or financial responsibility requirement for economic 
damages suffered by private parties, such as fishermen and beach own- 
ers, nor does it address bodily injury. Private parties damaged by 
marine oil spills must proceed against spillers under whatever state or 
other laws may be open to them. 

FWPCA also established a $35 million revolving fund to provide a ready 
source of cleanup money in cases where the responsible party (usually 
the spiller) does not pay initially or is not liable under the law. These 
funds are also available for catastrophic pollution incidents for which 
cleanup and damage costs exceed the spiller’s liability. Originally, the 
fund was to be maintained through the collection of cost reimburse- 
ments, civil penalties, and fines imposed for the violation of certain pro- 
visions of the act. However, due to a shortfall of money caused 
primarily by spills from unknown sources, general fund appropriations 
have been necessary to maintain the revolving fund. 

The U.S. Coast Guard, which is part of the Department of Transporta- 
tion, is responsible for implementing section 3 11 of FWPCA. It has estab- 
lished two programs under its Office of Marine Safety, Security and 
Environmental Protection to administer these activities. The Vessel Cer- 
tification Branch of the Financial Responsibility Division, with a staff of 
11, certifies proof of financial responsibility and coordinates field 
enforcement. The Environmental Response Division, with a staff of 
approximately 27, coordinates cleanups and manages the revolving 
fund. 

Standard of Liability for 
Cleanup Costs 

FWPCA generally imposes liability for marine oil spills without regard 
to fault. In other words, the event of a discharge alone is sufficient to 
establish the owner’s or operator’s liability for costs, regardless of 
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whether negligence occurred, unless certain circumstances existed. The 
only exceptions to this standard of strict liability are when the dis- 
charge is solely caused by (1) an act of God, (2) an act of war, (3) negli- 
gence by the U.S. government, or (4) an act or omission of a third party. 
However, if the spill resulted from willful negligence or misconduct 
within the privity and knowledge of the spiller, liability may extend to 
the actual amount of the government’s costs. 

Subsequent amendments to the law set the liability limits at the greater 
of (1) $125 per gross ton, or $125,000, for inland oil barges; (2) $150 per 
gross ton, or $250,000, in the case of vessels carrying oil or hazardous 
substances; or (3) $150 per gross ton of vessel for all other vessels. This 
effectively sets both a minimum and a maximum limit (based on ton- 
nage). These limits have not been revised since FWPCA was amended, 
by the Clean Water Act of 1977; however, proposed legislation would 
raise them. 

Cleanup may be performed by the responsible party when the govern- 
ment determines that it will be done properly. The Coast Guard encour- 
ages this in order to reduce costs incurred by the government. The Coast 
Guard’s goal is to increase responsible party cleanups from an estimated 
current 80 percent level to 90 percent over the next 5 years. 

Financial Responsibility Because of vessels’ mobility and the magnitude of potential spills, 
FWPCA, as amended, requires that any vessel over 300 gross tons which 
uses US. waters or ports establish and maintain evidence of financial 
responsibility for the maximum statutorily established liability that 
could be incurred in the event of a spill. Financial responsibility can be 
established by providing proof of insurance, surety bonds, self-insur- 
ance, guarantees, or other mechanisms acceptable to the Coast Guard. 
According to the Assistant Chief, Financial Responsibility Division, 
almost all owners and operators of the approximately 23,000 to 25,000 
vessels who must comply with these requirements use insurance. 
FWPCA provides the government with the right to move directly against 
the insurance company or other parties providing evidence of financial 
responsibility. The Coast Guard believes that this right of direct action 
is the key to the success of its financial responsibility program. 

Once financial responsibility is documented, the Coast Guard issues a 
Certificate of Financial Responsibility that must be carried aboard each 
vessel and produced upon demand. If a vessel does not have a valid cer- 
tificate, the Coast Guard can deny the vessel entry to port or detain it in 
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port as well as impose a fine up to $10,000. The Assistant Chief esti- 
mated that the Coast Guard detains about 15 vessels annually, from a 
few hours to a few days. He said that detention in port can cost the 
owner of a large tanker up to thousands of dollars each day. 

Development of the 
Marine Insurance 
Industry 

The era of requiring insurance protection against pollution incidents 
involving vessels is considered to have started with the Torrey Canyon 
accident of 1967, involving a 20- to 25-million gallon oil spill off the 
coast of England which resulted in more than $16 million in cleanup 
expenses; estimated damage to private property, fishing, and marine life 
exceeded that figure many times over. In response to the enormous costs 
of pollution-related damages, FWPCA was amended in 1970 to ensure 
that future spillers would be financially able to clean up environmental 
damage arising from their marine oil spills. 

Vessel Insurance Is 
Available 

A large majority of vessel owners and operators have been able to 
obtain insurance to demonstrate financial responsibility for potential oil 
spills. Vessel owners and operators use insurance to demonstrate finan- 
cial responsibility for nearly 90 percent of the vessels using U.S. waters. 
However, according to the Assistant Chief, Financial Responsibility 
Division, on occasion some larger corporations have self-insured or 
obtained surety bonds to comply with the financial responsibility 
requirements. (Use of mechanisms other than marine insurance is dis- 
cussed later in this chapter.) The Coast Guard provided us with the fol- 
lowing statistics on the use of various financial responsibility 
instruments from a 1977 analysis (see table 4.1). The Assistant Chief, 
Financial Responsibility Division, said that although this analysis has 
not been updated, based on his 10 years of experience with this pro- 
gram, the statistics remain virtually unchanged. 
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Table 4.1: Summary of Extent to Which 
Insurance and Other Financial Guarantee Percent 
Mechanisms Are Used by Vessel Owners 
and Operators 

Insurance: 
London-based insurers 62 
~tQIS,(United States) 16a 

9 
Total insurance 87 
Other means: 
Self-insurance 
Suretv bonds 

11 
2 

Total other means 13 
Total all mechanisms 100 

aAccordlng to its President. WQIS now insures about 10 percent of the FWPCA-regulated community, 
having lost many customers to the London-based Insurers. 

The Coast Guard maintains a list of more than 100 American insurance 
companies and a large number of British and other foreign companies 
that offer acceptable marine pollution insurance. In addition to the 
number of companies offering liability insurance for vessels, another 
indicator of the general availability of vessel insurance is the extent to 
which vessel owners have complied with the financial responsibility 
requirement. Of the thousands of vessels using the U.S. waters, the 
Coast Guard has found it necessary to detain only about 15 vessels per 
year for noncompliance with this requirement. In addition, since 1973 
there have been only two spills for which the vessel owners did not have 
required coverage. About 10,000 spills, generally small, occur each year. 

Water Quality 
Insurance Syndicate 

Although marine insurance is currently available on a worldwide basis, 
to address the problem in the United States, WQIS was formed in 1971 
for the express purpose of insuring liability for the cost of removing oil 
spills as imposed by FWPCA. Membership in the syndicate has fluctu- 
ated from 28 companies in 1981 to a pool of 24 marine insurers in 1986. 
These insurers are engaged in underwriting pollution liabilities for ves- 
sels operating on U.S. rivers and coastal waters. WQIS operates with a 
president and a staff of 11 full-time persons who are responsible for 
issuing policies and processing claims. Various committees of the board 
of directors deal with policy-making issues for the syndicate. Although ‘. 
WQIS insures about 16,000 vessels, only about 2,000 to 2,500 of them 
(or 10 percent of the FWPCA-regulated community) were required to 
purchase insurance to comply with financial responsibility requirements 
under FWPCA. Since its inception, WQIS has expanded its insurance 
coverage to address additional liabilities contained in amendments to 

Page 48 GAO/RCED-88-39 Insuring Underground Petroleum Tanks 



Chapter 4 
The Availabiity of Pollution Insurance for 
Marine Vessels 

FWPCA, as well as to reflect provisions contained in new pieces of 
legislation. 

The Assistant Chief of the Coast Guard’s Financial Responsibility Divi- 
sion believes that the WQIS insurance pool has contributed greatly to 
the success of its financial responsibility program. Because WQIS is con- 
sidered one insurer, the government’s processing procedures have been 
greatly simplified and, according to this official, operating costs are four 
or five times less than they would be otherwise. In addition, insurers can 
reduce premiums by spreading the risks among a number of companies. 
Further, vessel owners and operators can make their own insurance 
arrangements within the pool as long as they satisfy the Coast Guard’s 
requirements. The pool provides the Coast Guard with a pre-arranged 
list of guarantors, which are solid businesses in their own right that 
have combined their strength to protect both the public and the insured. 

Coverage Provided and 
Premiums 

In addition to insuring 2,000 to 2,500 vessels for FWPCA liabilities 
involving oil spill cleanup and restoration of natural resources, WQIS 
also offers coverage for liabilities under two other laws and for liability 
to third parties for property damage. According to its President, during 
1986 WQIS insured about 16,000 vessels in total-mostly barges that 
operate on rivers and coastal waterways. These policies generated 
approximately $5.8 million in total premiums in 1986; about $5 million 
in premiums is expected for 1987. WQIS does not offer liability coverage 
for bodily injury under the coverage offered for FWPCA liabilities; how- 
ever, such coverage can be obtained separately. WQIS’ President told us 
that its share of the market has shrunk somewhat due to competition 
from London-based insurers who offer pollution insurance as part of a 
total insurance package at a much lower premium than WQIS. 

As noted earlier, FWPCA requires barge owners to obtain insurance for 
the greater of $125 per ton, or $125,000. Because the average barge is 
generally larger than 1,000 tons, most WQIS policies must be written 
based on tonnage rather than the minimum $125,000 amount. We were 
told by the President, WQIS, that the premium for an 1,100~ton barge 
would be about 88 cents per ton, which amounts to about $970 for each r 
barge. 

The Assistant Division Chief, Financial Responsibility Division, esti- 
mated that the insurance costs represent less than 1 percent of a vessel 
owner’s or operator’s operating costs. The WQIS President also told us 
that policies issued to comply with the FWPCA requirements do not 
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have deductibles. Deductibles do exist, however, as a general rule on 
third-party liability policies. 

The President, WQIS, mentioned a number of factors that influence the 
premiums paid for WQIS coverage, such as size of the owner’s fleet and 
the quantity of oil or hazardous substances the vessel is carrying. Unlike 
underground tanks, vessel age generally is not a factor in determining 
premiums. 

Claims Experience WQIS averages about 350-400 claims per year, although the number has 
decreased dramatically in recent years, according to the WQIS Presi- 
dent. The total value of all claims varies greatly from year to year- 
depending on the nature of the actual incidents. Most spills are small, 
detected quickly, and cleaned up right away (because payment can be 
obtained directly from the insurer as the guarantor). Quick action mini- 
mizes property damage and possible claims. All these factors contribute 
to a fairly low average cleanup cost of about $5,000. 

Reasons Why Marine Based on a comparison of USTS and vessels, it is clear that they do not 

Insurance Is Generally 
share the same type and degree of risks. The general availability of 
marine insurance can be attributed to the existence of statutory liability 

Available caps; close and strictly enforced regulation of the vessel industry; no 
requirement to obtain insurance for bodily injury or other related third- 
party liabilities; and other reasons. 

Role of Liability Caps Under FWPCA the vessel owner’s liability is limited to a certain mone- 
tary level, primarily to preserve the viability of the shipping industry 
by making insurance coverage possible. According to the Coast Guard’s 
Assistant Chief and WQIS’ President, insurance companies generally 
will not insure shipowners with unlimited liability unless the law clearly 
limits the insurer’s own liability to the policy amount. The shipowner’s 
contribution to cleanup costs is supplemented by the FWPCA revolving 
fund, which is supported in part by appropriations, fines, and the collec- , 
tion of cost reimbursements. This fund is available for “catastrophic” or ’ 
mystery spills. 

The WQIS President and the Assistant Chief, Financial Responsibility 
Division, both said that any legislation requiring financial responsibility 
for environmental risks must provide specific limits on liability, stated 
in very clear language. The WQIS President said that this is the only 
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way insurance companies can cover liabilities and the government can 
certify that financial responsibility for potential cleanup and damages 
has been met. It is worth noting that, according to the legislative history 
of SARA, the Congress considered liability limits for underground storage 
tanks but did not adopt them. 

Vessels More Closely 
Regulated 

Although vessels have been subject to regulation for decades, federal 
regulation of USTS is relatively new. Final regulatory requirements are 
expected in mid-1988. WQIS’ President believes that procedures similar 
to the Coast Guard’s requirements for operator training, inspections, 
and enforcement should be part of EPA'S UST program. He said that in the 
case of marine vessels, close regulation provides a built-in loss preven- 
tion feature. This loss prevention feature is very attractive to insurers, 
who are principally interested in assessing and minimizing risks and 
preventing losses. Under the Coast Guard’s program, vessels must be 
inspected during construction, declared seaworthy before launch, and 
reinspected periodically (every 2 years) once in operation. Vessel oper- 
ating personnel must be licensed and meet education and experience 
requirements. According to Coast Guard officials we spoke with, this 
high degree of monitoring vessel soundness and operator capability 
helps to prevent accidents and reduce potential insurance claims. 
According to WQIS and Coast Guard officials, given this regulatory envi- 
ronment, the risks associated with the transport of oil are reduced, mak- 
ing insurers more willing to insure these vessels. 

Marine Spills Are Less 
Harmful to People 

The potential for harming individuals (bodily injury) is less for water- 
borne handling of petroleum products than for land-based facilities such 
as USTs. In differentiating between pollution liability for marine vessels 
and liability for USTS, Coast Guard and WQIS officials pointed out that 
marine spills have very little potential for bodily injury. These spills far 
more often involve oil, rather than hazardous substances. In addition, 
the WQIS President said that he has never heard of any bodily injury 
claims resulting from an oil spill. (About 2 percent of petroleum UST 
insurance claims to date have involved bodily injury.) He also told us 
that very few marine spill incidents require evacuation. The WQIS Presi-1 
dent believed that the virtual absence of bodily injury risk makes vessel 
releases more insurable. 
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Marine Spills Cause Less 
Damage 

Unlike underground storage tanks, vessels are not often subject to long, 
slow leaks because leaks generally occur as a result of a known event, 
such as a ramming or collision. Consequently, because vessel owners are 
aware almost immediately when a leak occurs, they can act more 
quickly to clean up the spill. This minimizes the overall environmental 
damage and costs associated with cleanup. Moreover, oil spills from 
marine vessels are not likely to contaminate drinking water supplies, 
which necessitates the costly processes of providing alternate drinking 
water supplies or relocating families, as can be the case with leaking 
USTS. 

Average Cleanup Costs 
Are Lower 

The President, WQIS, estimated that cleanup costs for vessel spills aver- 
age $5,000. Coast Guard officials, on the other hand, told us that the 
minimum spent on cleaning up a spill requiring federal attention is usu- 
ally $10,000 to $20,000, and most cost under $100,000. Severe situa- 
tions can sometimes cost $250,000 a day. The most expensive cleanup 
incident, which cost $8 million, occurred in the St. Lawrence River, an 
environmentally sensitive area. The Chief, Environmental Response 
Division, cautioned that marine spills response costs vary widely 
because oil spreads on surface water. In comparison, average under- 
ground storage tank cleanup costs experienced by two principal sources 
of tank insurance are estimated to be about $30,000 for one firm and 
between $80,000 and $100,000 for the other one. According to a study 
done by EPA, cleanup costs for USTS also have cost as much as $8 million. 

The Coast Guard and WQIS officials cautioned against trying to equate 
USTs too closely to vessels; however, they expressed the following sug- 
gestions, to be considered in establishing a UST financial responsibility 
program, based on their experience with vessels: 

. Establish clear and appropriate liability limits. 

. Implement regulation and monitoring of USTS. 

Other Methods of 
Demonstrating 
Financial 
Responsibility 

Coast Guard regulations allow vessel owners and operators to comply r 
with financial responsibility requirements using any of the following 
methods other than insurance: self-insurance, surety bonds, corporate 
guarantees, and other acceptable methods. As mentioned earlier, about 
11 percent of the vessels subject to financial responsibility requirements 
are covered by self-insurance and about 2 percent use surety bonds to 
demonstrate financial responsibility. The WQIS President said that cur- 
rent legislative provisions and good business practices do not leave any 
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viable options other than insurance in order to protect the government 
and third parties against the insolvency of a spiller. 

Most self-insurers are large corporations, such as major oil companies 
that have substantial financial resources. To qualify, they must have 
working capital and net worth, each equal to their maximum potential 
liability under the act. Assets used to demonstrate qualification as a 
self-insurer must be maintained in the United States. Owners or opera- 
tors who wish to qualify as self-insurers are required to file periodic, 
independently audited financial statements with the Coast Guard, 
among other documents. 

As noted in chapter 3, unlike insurance companies, surety companies do 
not expect to pay a loss and, therefore, take every possible step to col- 
lateralize surety bonds with the owner’s or operator’s assets. As a 
result, it is only slightly easier to obtain a surety bond than to qualify as 
a self-insurer, and surety bonds add an additional constraint of tying up 

assets. Also, they are often more expensive than insurance and, as far as 
vessel operators are concerned, are not true risk-transfer instruments 
like insurance because of the collateralization factor. Thus, they have 
been used by relatively small numbers of vessel owners or operators to 
demonstrate financial responsibility. Other methods of demonstrating 
financial responsibility under FWPCA, such as letters of credit, have 
never been used in this area, according to the Assistant Chief of the 
Coast Guard’s Financial Responsibility Division. 

Conclusions Pollution liability insurance for vessels is available and affordable. A 
variety of factors appear to have contributed to this successful picture, 
which differs from the UST environment. For example, in comparison to 
USTS the vessel industry has historically been regulated and closely 
monitored, reducing some of the risks to the insurer. Furthermore, 
marine oil spills do not involve as much of a threat to human health or 
the environment, eliminating a major concern about risks associated 
with land-based facilities. The risk to human health, particularly 
through contaminated drinking water, is a major risk and concern asso- 
ciated with a leaking UST. In addition, the scope and limits of statutory I. 
liability for spills from vessels are clear, so that insurers know exactly 
the potential costs they are assuming. 

Insurers are willing to insure vessels, premiums can be set at an afforda- 
ble level since liability is known, and there is ample competition among 
insurers. Given the health of this segment of the insurance industry, 
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there is every reason to believe that marine pollution liability insurance 
will continue to be available in the future. Such is not the case for USTs. 
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Establishing financial responsibility under the congressionally set mini- 
mum and EPA-proposed maximum requirements is expected to cause dif- 
ficulties for thousands of UST owners and operators. While other 
mechanisms are available to meet these requirements, insurance will 
likely be the most important. However, a significant number-perhaps 
as high as 65 percent of tank owners engaged in the retail sale of petro- 
leum products-are unable to obtain insurance because it is not 
available. 

There are no easy solutions to resolve this difficult issue affecting the 
owners and operators of about 1.4 million tanks-potentially EPA'S larg- 
est regulated community. The issue of what to do about UST financial 
responsibility is exacerbated by several competing statutory concerns 
that EPA must address. As required by section 205 of SARA, we are offer- 
ing recommendations to better enable owners and operators of under- 
ground storage tanks to maintain financial responsibility for cleanup 
costs and damages resulting from reasonably foreseeable petroleum 
releases and events. 

Options for Better When the Congress deliberated over the UST provisions to be included in 

Ensuring Financial 
the 1986 Superfund amendments, the two principal providers of tank 
insurance offered policies with limits well above $1 million. Accordingly, 

Responsibility of UST the Congress included a provision in SARA that would require tank own- 

Owners and Operators ers to be financially responsible for their leaks at a minimum level of $1 
million per occurrence and gave EPA the authority to set appropriate 
aggregate limits after considering a number of factors. Using its discre- 
tionary authority, EPA has proposed that tank owners demonstrate that 
they have set aside, by one mechanism or another, up to $6 million of 
aggregate coverage, depending on the number of tanks they own. Fur- 
ther, EPA proposed certain technical standards for tanks, scheduled to be 
implemented over time, that should make releases less likely and 
thereby reduce the potential liability. In preparing its regulations, EPA 

was guided by a SARA provision that it may consider the impact of the 
financial responsibility limits and requirements on small businesses. 

The Congress also made provision in SARA for circumstances beyond the , 
control of owners/operators. Recognizing that it may be difficult to 
determine who the responsible party is or impossible for it to pay, the 
Congress provided supplemental financial cleanup assistance in certain 
emergency or catastrophic situations by authorizing a $500 million trust 
fund to be financed by taxes on petroleum products. In addition, the 
Congress also provided that if tank owners can demonstrate to EPA that 

Page 55 GAO/RCED-!B-39 Insuring Underground Petroleum Tanks 



Chapter 5 
Analysis of Possible Options and 
Recommendations to EPA 

insurance and other forms of financial assurances are generally unavail- 
able and other measures are being taken to provide coverage, such as 
forming a risk-retention group or establishment of a state cleanup fund, 
then a suspension of enforcement of the financial responsibility require- 
ments is permitted. 

In the past few years the availability of tank insurance has contracted 
significantly. Many tank owners and operators-especially small busi- 
nesses-are unable to obtain insurance for tank releases, nor, they 
report, can they obtain alternatives to insurance, some of which 
required large, unpledged financial assets. Given this situation, it is 
likely that thousands of owners and operators in the retail motor fuel 
sector would have difficulty satisfying SARA’S financial responsibility 
requirements for tank releases if these requirements took effekt as pro- 
posed by EPA. If the regulations are enforced, the possibility exists that 
many firms without insurance or other protection could be forced out of 
business. As we talked to persons directly affected by the UST regula- 
tions and analyzed information during our review, the following options 
surfaced for addressing the UST financial responsibility problem. 

Option 1: Immediately The first option is a status quo option. Under it the Congress would 
Require That UST Owners make no changes to the law and EPA would finalize the regulations after 

and Operators considering the public comments. In theory, this option would safeguard 

Demonstrate Financial the public against the risk of leaking tanks and ensure that funds are 

Responsibility 
available to pay for leaks when needed. In reality, however, this option 
has serious disadvantages. 

EPA will have no enforcement program in place for several years. No 
federal program has been planned because EPA expects to rely on states 
to enforce the federal requirements, and it will be several years before 
many states are ready to submit their UST programs to EPA for approval. 
EPA already believes that as many as 65 percent of tank owners and 
operators would not be able to comply with the proposed financial 
responsibility requirements if they become effective immediately. In the 
absence of enforcement, businesses that cannot meet the requirements, 
for whatever reasons, may also just wait and see what happens, espe- ! 
cially in states that as yet have no UST program or legislation. In our 
opinion, there is little to be gained by imposing a requirement that few 
can meet, that neither EPA nor the states are prepared to enforce, and 
that businesses may simply choose to ignore. 
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Many businesses will certainly make efforts to comply with the require- 
ments. Those that are marginally profitable could be forced out of busi- 
ness. Some may be forced to close their pumps. From an environmental 
and human health standpoint, the most appropriate outcome for some 
tank owners-those who are unwilling to replace older tanks with more 
protective tanks or install leak detection devices-may be for them to 
close their pumps or leave this type of business. Other tank owners will 
expend their limited resources on obtaining a suspension of enforcement 
from EPA. We believe that tank owners’ time and money would be better 
spent upgrading tanks and planning for better leak protection and detec- 
tion instead of pursuing unavailable financial assurance mechanisms. 

Option 2: Phase-In This second option has two parts. The first part involves postponing the 
Financial Responsibility implementation of financial responsibility regulations and phasing them 

Regulations Over a in over a more realistic timetable. This interim period would provide 

Realistic Timetable and additional time for (1) EPA and states to develop enforcement programs 

Modify the Timetable for 
and state regulatory programs, (2 j insurers to reevaluate uncertainties 

the Implementation of lo- 
that discourage them from offering tank insurance, and (3) tank owners 
to begin to implement technical improvements. The second part of this 

Year Tank Replacement option entails modifying EPA'S proposed lo-year strategy for tank 
replacement and upgrading by establishing staggered compliance dates, 
requiring tank owners to replace the oldest tanks first. 

Postponing the implementation of the financial responsibility require- 
ments has a great deal of support from the regulated community, vari- 
ous associations that represent them, and the Small Business 
Administration. For example, the Small Business Administration has 
recommended a 3-year delay of the proposed financial responsibility 
regulations for USTS to allow time for owners or operators to install leak 
detection devices for unprotected tanks. The belief is that a delay will 
make insurance mechanisms available as the regulated entities demon- 
strate to commercial insurers that they have minimized the risks by 
complying with UST technical standards. Also, this option would allow 
firms to spend time solving the UST problem instead of trying to justify 
why they need an extension to meet the requirements. 

The best way to deal with the hazards of leaking tanks is to prevent 
them from leaking in the first place. Some commenters believe and we 
agree that greater protection of the public health and the environment 
will be achieved if regulated entities are able to spend their limited 
resources on tank upgrades and leak detection and not on the pursuit of 
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seemingly unavailable financial assurance mechanisms. EPA has pro- 
posed methods aimed at upgrading and replacing existing tanks over a 
span of 10 years; however, we believe this seems too long. Some com- 
menters on the proposed regulations have also pointed out that this 
timetable should be shortened or staggered by replacing older tanks 
sooner as a means of more immediately protecting the environment and 
the public. 

It is important to note that even with the first part of the option-post- 
poning or phasing in the implementation of the financial responsibility 
requirements tank owners and operators still are legally responsible for 
damages that arise if their tanks leak. Tank owners have cleaned up 
leaks in the past and will be expected to continue to cleanup leaks with 
whatever resources they have. A financial responsibility requirement 
imposed by the federal government simply attempts to ensure that all 
tank owners in fact have sufficient resources available for this 
contingency. 

Postponing the financial responsibility requirements for tank owners 
does, however, defer the statutory penalties of up to $25,000 for non- 
compliance. Should a leak occur and the tank owner not have sufficient 
resources at the time to pay for the cleanup, the Trust Fund is a source 
that could be tapped and cost recovery could be sought from the tank 
owner. This could prove costly to the government if cost recoveries 
become difficult to obtain. 

Postponing financial responsibility requirements and implementing pro- 
posed technical tank replacement requirements standards on a stag- 
gered basis, with older tanks being replaced more quickly, could also 
allow additional time for EPA and insurers to gain some first-hand expe- 
riences from which to develop a data base of information on the extent 
of tanks leaks. It would also allow time for EPA to develop information 
on actual cleanup costs, how effective leak detection methods are, and 
other information that EPA officials told us is not currently available to 
make sound and prudent regulatory decisions. 

As part of delaying the effective date of the financial responsibility ’ 
requirements, EPA could consider linking these dates with evidence of 
progress toward meeting other regulatory standards. For example, tank 
owners that commit to schedules for installing monitoring devices on 
tanks or replacing old tanks might be given a longer extension of time 
for meeting the financial responsibility requirements or be allowed to 
meet lower requirements. Similarly, states that implement regulatory 
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and enforcement programs might also be given special consideration or 
flexibility regarding when the financial responsibility requirements take 
effect. 

The experience of the Coast Guard with marine oil spills provides some 
evidence that technical regulations are an extremely important part of a 
regulatory strategy. As noted in chapter 4, the Coast Guard has found 
that the technical requirements imposed on vessels and vessel operators, 
which serve as preventive measures to minimize the potential of an oil 
spill, are a principal reason why hundreds of insurers are willing to 
offer coverage for marine vessels that must comply with financial 
responsibility requirements. While it is unrealistic to expect all tank 
leaks to be eliminated, the technical standards should minimize the risks 
posed by USTS and encourage insurers to reenter this market. 

Option 3: Modify the 
Minimum and Aggregate 
Financial Responsibility 
Requirement 

Firms subject to the regulations have stated that the $1 million mini- 
mum and $6 million maximum are too high and should be reduced. A 
major petroleum marketing association has suggested a minimum of 
$500,000 and aggregate levels up to $2 million. Reducing the financial 
responsibility requirements could enable (1) more tank owners to use 
self-insurance as a means of demonstrating financial responsibility and 
(2) insurance companies to increase the number of policies they write. 
However, there are limited and often conflicting information and opin- 
ions on which to base a reasonable decision. 

For example, the two major UST insurers told us that average cleanup 
costs are $ 100,000 or less and that claims for bodily injury are rare. In 
addition, as we reported in October 1987, our analysis of about 200 
environmental insurance claims closed during 1985 indicated that there 
were 56 claims for petroleum leaks averaging about $24,000 each. How- 
ever, it is not unusual for insurance requirements to exceed average 
claims, such as in the case of state-mandated auto insurance. Com- 
pounding the issue, an EPA official told us that the $1 million minimum 
was based not on claims data but on the insurance levels that were 
available during early 1986. 

According to representatives of service station dealers and bulk sellers 
of petroleum products, the aggregate levels as they now stand would 
seem to promote noncompliance with the proposed financial responsibil- 
ity requirements since insurance levels are not generally available above 
$1 million. They said that although future maximum levels of insurance 
coverage are subject to speculation, the historical trend has been a 
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decrease in insurance and policy limits rather than an increase. In light 
of these circumstances, the representatives believed that the aggregate 
levels are too high. However, according to an insurer, lowering the 
aggregate levels will probably not result in noticeably reducing insur- 
ance costs. 

In addition, many tank owners have already begun to upgrade or 
replace their tanks and install leak detection devices to minimize the 
risk of leaks. EPA did not consider these improvements in establishing 
the aggregate levels. Because tank improvements lower risks, and there- 
fore potential cleanup and other costs, perhaps making aggregate reduc- 
tions contingent on tank improvements would be an incentive for tank 
owners and operators to be more safety conscious and promptly install 
more protective tanks. 

Those that argue against lowering these requirements said that, in their 
opinion, past average claims are not a good indicator of what the future 
costs of cleanup will be under a regulatory program. In addition, repre- 
sentatives of two environmental groups told us that individuals who 
cannot meet the proposed financial responsibility requirements should 
not be in the business of selling or storing petroleum products. Accord- 
ing to these representatives, tank owners should be responsible for the 
risks. They also questioned why the public should subsidize businesses 
that do not control the damage done by petroleum products leaking from 
their tanks. We were told by one representative that the claims of low 
cleanup costs are exaggerated by business people because no one has 
done a cleanup properly. One environmental group told us that cleanup 
costs range from $50,000 to $1 million and payments for third-party 
claims have ranged from $0 to several million dollars. Payments have 
been for relocating families, new water sources, and legal fees. 

Given the conflicting and limited data, we believe that EPA should con- 
tinue to investigate the appropriate levels of liability for tank owners, 
particularly in cases where tank owners have taken measures to mini- 
mize the risk and protect the environment. 

Option 4: Limit or Cap 
Liability 

According to various people we contacted-including representatives of 
UST owners, insurers, other providers of financial assurance mecha- 
nisms, and Coast Guard officials-the establishment of caps may have 
some merit, particularly if based on the maximum expected exposure 
and potential for loss and if they provide for adequate compensation to 
injured parties. Many we talked to believe that a cap would encourage 
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insurers to enter the UST market by limiting the potential amount of 
losses and bringing more predictability to insurance awards and settle- 
ments. Caps, however, also have several major disadvantages that make 
them less attractive than other options discussed in this chapter. 

While caps seem to be useful when applied to the marine oil spill insur- 
ance program, in other circumstances they appear to have significant 
drawbacks. While Coast Guard officials believe that having liability 
caps on cleanup costs is a principal reason for their program’s success, it 
is important to note that the program requires no demonstration of 
financial responsibility for bodily injury and that the cap relates only to 
cleanup costs. 

One large potential drawback of the cap option is that it could increase 
federal (and potentially state) spending in those cases where the 
cleanup costs exceed the liability limit. Further, caps have been viewed 
by some as a bailout for major oil companies--i.e., large companies that 
can afford to pay large cleanup costs would not be obligated to pay 
above the limit. Caps on UST owners’ and operators’ liability were con- 
sidered during congressional deliberations on SARA; however, they were 
not included in the law. 

In addition, it is not clear that liability caps are an incentive for insurers 
to cover pollution risks. Concerning limits placed on punitive and 
noneconomic damages to victims, in our October 1987 report,l we noted 
that the majority of changes affecting alleged hazardous waste victims 
were intended to limit liability. However, it is unclear how those 
changes have affected the availability of insurance. Furthermore, liabil- 
ity caps may not provide incentives for appropriate protection of the 
environment by tank owners, who may not consider the full potential 
costs of damages since their risk or potential loss is limited. 

Option 5: Modify 
Requirements for 
Financial Test of Self- 
Insurance 

The financial test of self-insurance is an alternative to commercial insur- 
ante for owners and operators of thousands of tanks. This test must also 
be met by providers of indemnity contracts and guarantees. However, 
the minimum $1 million level which SARA set, coupled with EPA’s require- I_ 
ment that a self-insurer must have at least 10 times that amount (and 
perhaps up to $60 million) in net worth, is too high for most firms to 
qualify. As discussed in chapter 3, EPA believes that a multiple of 10 

‘Hazardous Waste: Issues Surrounding Insurance Availability (GAO/RCED-SS-2, Oct. 16,1987). 
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times the net worth is required of firms desiring to demonstrate finan- 
cial responsibility by self-insuring to ensure that adequate funds are 
available for 99 percent of leaks. Questions have been raised concerning 
the rationale for the 99 percent margin of safety and whether it is too 
stringent. Reducing the self-insurance multiple could increase the 
number of tank owners or operators that can comply through self-insur- 
ance or other means. We believe EPA should continue to consider 
whether the proposed requirements for the financial test are 
appropriate. 

Option 6: Expand the Uses The Leaking Underground Storage Tank Trust Fund is a statutory mech- 
of the Storage Trust Fund anism for providing up to $500 million over a 5-year period to provide 

financial assistance for tank leaks in emergency or catastrophic situa- 
tions, or if the tank owner or operator cannot be found, is insolvent, or 
is uncooperative. The fund contained about $46 million as of September 
1987. Expanding the uses of this fund could provide short-term assis- 
tance to tank owners and operators who cannot obtain insurance or 
other financial mechanisms for liabilities associated with usrs, allowing 
them to remain in business. The major disadvantages of this option are 
that it could be very costly to the government and may provide insuffi- 
cient incentives for improvements by tank owners. The following are 
some suggested uses of the fund: 

l Create a federal reinsurance program for petroleum tank owners who 
cannot get private tank insurance. This idea has sizable support from 
associations representing tank owners and operators, as well as from 
EPA. To its detriment, however, federal insurance programs, such as the 
flood insurance program, may cost the government considerable money, 
are generally complex to administer, and are often considered govern- 
ment bailouts. An advantage of this option is that insurers would be 
encouraged to provide this type of insurance because the federal gov- 
ernment-as the reinsurer-would share in paying for losses that occur. 
At the same time, under this option, the public is more certain that 
financial resources will be available to pay for the damages caused by 
leaking tanks. 

. Create an amnesty program to allow for the cleanup of past and current ! 
problems without any cost to the tank owner or operator. The costs 
would be borne by the federal government. The purposes of an amnesty 
program are to clean up known or suspected tank releases, to allow time 
to determine the extent of the UST problem, and to encourage insurers to 
reenter the market after the program is over with the view that they 
will be starting with a clean slate. Similarly, some of the funds obtained 
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under the trust fund could be used to pay for cleanups. Experience with 
cleanups would help to determine both the costs and the magnitude of 
the problem in various areas of the country and to evaluate cleanup 
methods and leak detection methods. The drawbacks are that the gov- 
ernment would pay for the cleanup and administrative costs and the 
perception that tank owners would be relieved of financial 
responsibility. 

The state of Florida has instituted an amnesty program due to the lim- 
ited availability of insurance there to ensure that tank leaks are cleaned 
up quickly to minimize the potential contamination to groundwater-a 
resource that virtually the entire state depends on for drinking water. 
Several other states are considering this program. 

l Create a loan program to provide low-interest money to tank owners 
and operators for upgrading or replacing older tanks to minimize poten- 
tial leaks. Many tank owners cannot obtain insurance because they do 
not meet insurers’ underwriting criteria concerning tank age. Insurers 
generally believe the older the tank, the more susceptible it is to leaks; 
most will not insure tanks more than 15 or 20 years old. To help tank 
owners in this category to obtain insurance for their tanks, low interest 
loans for tank replacement could benefit owners, as well as provide for 
additional environmental protection. Again, however, such a program 
could be costly for the government to operate. 

Conclusions In view of the poor outlook for commercial insurance to cover USTS, most 
firms must seek other financial alternatives to meet the financial 
responsibility requirements or be faced with noncompliance. To address 
this problem, we have examined and analyzed the advantages and dis- 
advantages of a number of options. While all of the options have some 
merit, we believe our second option stands out as more effectively bal- 
ancing congressional interests of protecting the public health and envi- 
ronment and ensuring that responsible parties pay for the cleanups, 
while at the same time considering the economic interests of small 
businesses. 

This option consist of two elements. The first element involves imple- 
menting the proposed financial responsibility regulations over a realistic 
timetable. This could involve incentives for making technical improve- 
ments, such as lowering financial responsibility requirements for owners 
and operators who quickly install leak detection devices or replace older 
tanks with safer, more protective tanks. The second would require EPA 
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to phase-in tank renovation and replacement over a staggered, lo-year 
schedule requiring older tanks to be replaced or upgraded first to mini- 
mize environmental and health risks. The maximum lo-year time span 
which EPA has proposed seems too long because the technology already 
exists to reduce risks associated with leaking tanks. In addition to pro- 
viding more public protection, this option also allows insurers additional 
time to reevaluate uncertainties that discouraged them from offering 
tank insurance. 

Our work also suggests that, concurrent with the two-pronged approach, 
EPA may want to reevaluate the proposed $1 million minimum to $6 mil- 
lion aggregate level and the self-insurance requirements. In this regard, 
many tank owners have already begun to upgrade or replace their tanks 
and install leak detection devices to minimize the risk of leaks- EPA did 
not consider these improvements in establishing the aggregate levels. 
Because tank improvements lower risks, and therefore potential cleanup 
and other costs, perhaps making aggregate reductions contingent on 
tank improvements would be an incentive for tank owners and opera- 
tors to be more safety conscious and promptly install more protective 
tanks. 

Recommendations to We recommend that the Administrator, EPA, implement financial respon- 

the Administrator, 
EPA 

sibility requirements over a timetable that (1) is realistic in terms of 
availability of insurance and other financial assurance methods, (2) pro- 
vides incentives for prompt and appropriate technical improvements by 
tank owners and operators, and (3) allows for the development of 
appropriate state regulatory and enforcement programs. We further rec- 
ommend that the Administrator modify the timetable for tank upgrad- 
ing or replacement by establishing a staggered schedule under which 
older tanks will be upgraded or replaced first. 

We also recommend that the Administrator continue to investigate the 
appropriate levels of liability for tank owners and proper requirements 
for self-insurance. 

Agency Comments In a December 11, 1987 letter commenting on our draft report, EPA’S Act- 
ing Assistant Administrator, Office of Policy, Planning and Evaluation, 
stated that the report does an admirable job of addressing the very com- 
plex technical and policy issues related to the availability of pollution 
liability insurance for underground storage tanks. EPA'S comments did 
not address our recommendations. (see app. I.) 
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,@ 374, 
f“ n qTL UNITED STATES ENVIRONMENTAL PROTECTION AGENCY 

P SE 
B WASHINGTON, D.C. 20460 

3. ,\2 
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POLICY. PLANNiNG AND EVALIIAIION 

Mr. Hugh J. Wessinger 
Senior Associate Director 
Resources, Community, and 

Economic Development Division 
United States General Accounting Office 
Washington, D.C. 20548 

Dear Mr. Wessinger: 

I am responding to your October 23 letter addressed to 
the Administrator of the Environmental Protection Agency (EPA) 
concerning a General Accounting Office (GAO) draft report, 
"Superfund: Insuring Underground Petroleum Tanks" (GAO/RCED-88- 
39). In accordance with Public Law 96-226, the Agency reviewed 
the report and provides the enclosed comments. 

The subject of this report is complex, involving not only 
technical issues related to the availability of pollution 
liability insurance for underground storage tanks, but several 
policy issues the Agency faces as well. The draft report does 
an admirable job in addressing these issues. I have enclosed 
some comments which I believe will contribute to a fuller under- 
standing of the insurance availability problem. 

Thank you for the opportunity to comment on the report. I 
appreciate the extended time that your office provided the Agency 
so that we could fully respond to the report. I hope that 
these comments are useful during the preparation of the final 
report. 

Sincerely yours, 

6 
John M. Campbell 
Acting Assistant Administrator 

Enclosure 
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See comment 1. 
See comment 2. 

SUPERFUNO: INSURINCI UNDEIGROLIND PETROLEUM TANKS 
a draft GAO Report 

Conments are divided into two general sections: 

1. Availability of pollution Liability insurance 

2. Premium costs 

1. Availability of pollution Liability insurance of underground storage tanks 

While the draft report presented a prod description of the problem of 
insurance availability, it could be strengthened by clarifying the roles of the 
Plannip Corporation and the Pollution Liability Insurance Association (PLIA). 

The Planning Corporation (TPC) is not an insurance canpany; as such, it does 
not issue insurance policies. It develops insurance programs (i.e. , insurance 
for petroleum marketers) that it then “sells” to an insurance canpany. The 
insurance company (the “front” company) issues the actual policies. TPC has done 
this for the past five years. For the past two years, its insurance progrm for 
petroleum marketers has been handled by the International Surplus Lines Insurance 
co. (ISLIC). 

In addition, the report should include a description of the role of PLIA in 
this program. PLIA is an association of around 20 insurance canpaniea (mostly 
medium-sized rmtual cqanies) which reinsure each others’ pollution Liability 
policies. ISLE is a member of PLIA, and it was this reinsurance mechanism that 
allwed the TPC insurance programs to be successful. ISLE has stopped writing 
new or renewal policies as of July 1, 1987, but current policies are being honored 
for their entire policy periods. PIJA is still in existence and has enlisted 
other insurance brokers to develop insurance programs similar to the TPC program. 
Therefore, it is not entirely correct to say that, with the withdrawal of the TPC 
insurance program, that the number of insurance providers has been reduced to 
one. 

A subject that the draft report did not address in terms of insurance 
availability is consumer acceptance of normal and standard underwriting conditions 
for getting insurance. Underground Storage Tanks (LISTS) have, to a Large degree, 
been unregulated in the past. There xere no national or even state standards 
for tank material and construction, installation, leak detection, and clean up 
of releases. Most of this was done at the Local level, mostly in response to 
local fire codes. Most tank owners, therefore, did not even have a rudimentary 
tank management program (some type of tank monitoring, etc.) which is almost 
routinely required as a condition for obtaining insurance. Therefore, when 
people say that they have been unable to get insurance, their negative 
response may be determined by their rejection of the insurers’ conditions for 
obtaining coverage. That is, many undergraJnd storage tank owner/operators 
will not be able to get insurance even if insurance were a\ailabLe because of 
1) the age and condition of their tanks; 2) their tank management practices; 
and 3) the hi& cost of insurance. 
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Another problem about insurance availability is that, in the recent past, 
there has not been a large demand for pollution liability insurance. The report 
stated that people have been getting insurance in response to federal and 
state requirements for financial responsibility. Because there have not been 
any federal requirements, and to the best of our knowledge, state requirenents, 
this has not been a stimulating factor in the past. One of the main reasons why 
petroleum marketers have gotten insurance in the past has been that their 
suppliers (large oil companies or oil jobbers) have required them to obtain 
insurance to protect the suppliers fran any damage. Most of the other groups 
of underground storage tank owners and operators do not have such requirements. 
Accordingly, they have not been aggressive about obtaining pollution liahi-lity 
insurance. It is interesting to note that the Planning Corporation contacted 
over a hundred trade associations of UST cwners and operators to market their 
services and to develop insurance programs (much like x&hat they did for the oil 
jobbers). This effort produced no new customers for TPC. 

While demand for insurance alone does not create a supply of insurance, it 
does have some effect. 

2. Premium costs 

It is not clear what purpose was served by including a discussion of premium 
costs. The report did not state whether the policy coverage limits and premiums 
described were for single facilities or for an entire canpany, or whether these 
limits and premiums were for coverage of the underground storage tanks or for a 
comprehensive insurance policy. Insurance premiums increase for a lot of different 
reasons (e.g., claims experience, increase in the number of tanks covered, increase 
in the age of tanks covered). 

Page 69 GAO/RCED4&39 Insuring Underground Petroleum Tanks 



Appendix I 
Comments From the Environmental 
Protection Agency 

The following are GAO’S comments on the Acting Assistant Administra- 
tor’s letter dated December 11, 1987. 

1. This information has been incorporated into chapters 1 and 2. 

2. This information has been incorporated into chapter 2. 

I 
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GAO United States 
General Accounting Office 
Washington, D.C. 20548 

Comptroller General 
of the United States 

B-l 14862 

January 21, 1988 

The Honorable Donnald K. Anderson 
Clerk of the House of Representatives 

Dear Mr. Anderson: 

As requested in your letter of May 4, 1987, we have examined the bal- 
ance sheets of the House of Representatives Stationery Revolving Fund 
as of June 30, 1987 and 1986, and the related statements of operations 
and changes in financial position for the years then ended. Our examina- 
tions were made in accordance with generally accepted government 
auditing standards and, accordingly, included such tests of the account- 
ing records and such other auditing procedures as we considered neces- 
sary in the circumstances. We completed our audit work on September 4, 
1987. 

In our opinion, the financial statements referred to above present fairly 
the financial position of the House of Representatives Stationery 
Revolving Fund as of June 30,1987 and 1986, and the results of its 
operations and changes in its financial position for the years then ended 
in conformity with generally accepted accounting principles and the 
financial accounting policies described in note 1 to the financial state- 
ments applied on a consistent basis. 

This report contains our report on internal accounting controls and com- 
pliance with laws and regulations. It also includes the Fund’s financial 
statements and accompanying notes for the fiscal years ended June 30, 
1987 and 1986. We are sending a copy of this report to the Chairman of 
the Committee on House Administration. 

Sincerely yours, 

Charles A. Bowsher 
Comptroller General 
of the United States 
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Reporton Internal Accounting Controls and 
Compliance With Laws and Regulations 

We have examined the financial statements of the House of Representa- 
tives Stationery Revolving Fund for the fiscal years ended June 30, 1987 
and 1986. Our examinations were made in accordance with generally 
accepted government auditing standards and, accordingly, included such 
tests of the accounting records and such other auditing procedures, 
including tests of compliance with laws and regulations, as we consid- 
ered necessary in the circumstances. This report pertains only to our 
study and evaluation of the system of internal accounting controls and 
our review of compliance with laws and regulations for the fiscal year 
ended June 30, 1987. Our report on internal accounting controls and 
compliance with laws and regulations for the fiscal year ended June 30, 
1986, is presented in GAO/AFMDW-13, dated December 22, 1986. 

As part of our examination, we made a study and evaluation of the 
Fund’s system of internal accounting controls to the extent we consid- 
ered necessary to evaluate the system as required by generally accepted 
government auditing standards. The purpose of our study and evalua- 
tion was to determine the nature, timing, and extent of the auditing pro- 
cedures necessary for expressing an opinion on the Fund’s financial 
statements. 

For the purpose of this report, we have classified the significant internal 
accounting controls in the categories of receipts, disbursements, equip- 
ment, inventory, and receivables. 

The management of the Fund is responsible for establishing and main- 
taining a system of internal accounting controls. In fulfilling this respon- 
sibility, estimates and judgments by management are required to assess 
the expected benefits and related costs of control procedures. The objec- 
tives of a system are to provide management with reasonable, but not 
absolute, assurance that assets are safeguarded against loss from unau- 
thorized use or disposition, and that transactions are executed in accor- 
dance with management’s authorization and recorded properly to permit 
the preparation of financial statements in accordance with generally 
accepted accounting principles and the financial accounting policies 
described in note 1 to the financial statements. , 

Because of inherent limitations in any system of internal accounting 
controls, errors or irregularities may nevertheless occur and not be 
detected. Also, projection of any evaluation of the system to future peri- 
ods is subject to the risk that procedures may become inadequate 
because of changes in conditions or that the degree of compliance with 
the procedures may deteriorate. 
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Our study and evaluation of internal accounting controls was made for 
the purpose described in the second paragraph. It was more limited than 
would be necessary to express an opinion on the system of internal 
accounting controls taken as a whole or on any categories of controls 
specifically identified, and it would not necessarily disclose all material 
weaknesses in the system. Accordingly, we do not express an opinion on 
the Fund’s system of internal accounting controls taken as a whole or on 
any of the categories of controls identified. However, our study and 
evaluation disclosed no condition that we believed to be a material 
weakness that would affect our expressing an opinion on the Fund’s 
financial statements. 

As part of our examination, we also tested the Fund’s compliance with 
applicable laws and regulations. In our opinion, the House of Represent- 
atives Stationery Revolving Fund complied with the terms and provi- 
sions of laws and regulations for the transactions tested that could have 
materially affected its financial statements. Nothing came to our atten- 
tion, in connection with our examination, that caused us to believe that 
the Fund was not in compliance with the terms and provisions of laws 
and regulations for those transactions not tested. 
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Balance Sheet 

June 30, 
1987 1988 

Assets 
Current Assets 

Cash in US. Treasury $2.379.292 $1.920.704 

Accounts receivable 
Petty cash 

Merchandise inventory 

Total current asaets 

51,303 
1,500 

41,208 
1,500 

1,208,582 1,226,226 

3,840,877 3,189,838 
Fixed Assets 

Equipment 246,759 246,759 
Less accumulated depreciation 201,069 174,207 

Total fixed assets 45,890 72,552 

Total Assets $3,888,387 $3,282,190 

Liabilities and Government Equity 
Liabilities 

Accounts payable 8412,131 $209,730 
Deferred income 87,551 55,648 

Total Ilabllitles 499.882 285,378 

Government Eauitv 
Contributed capital 1,600,OOO 1600,000 
Fund balance 

Balance at beginning of year 
Net income 

1,396,812 1,208,823 
189,873 187,989 

Balance at end of year 1,586,685 1,396,812 

Total government equity 3,188,885 2,996,812 

Total Liabilities and Government Eauitv $3.686.367 $3,262,190 

The accompanying notes are an integral part of this statement. / 
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Statement of Operations 

Fisca;;ttr;oended 
I 

1987 1986 

Revenue 
Net sales $7,062,236 $6781,891 
Service charges 141,851 131,759 
Miscellaneous income (note 4) 2,807 0 

Total revenue 7.206,894 6,913,650 

Operating Expenses 
Cost of sales 6,980,744 6,684,416 
Depreciation expense 26,862 41,005 
Loss on accounts receivable 64 240 
Miscellaneous expense (note 5) 

Total ooeratina exDenses 7.017.021 8.725881 

Net Income 

The accompanying notes are an integral part of this statement. 

$189,873 $187,989 
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Statement of Changes in F’inaneial Position 

Fisca;uy;irsOended 
, 

1987 1988 

Funds Provided 
Net income from operations 
Provision for depreciation 

$189,873 $187,989 
26.862 41,005 

Cash from ooerations 216.735 228.994 

Decrease in accounts receivable 0 8,886 
Decrease In merchandise inventory 17,644 0 
Increase in deferred Income 31.903 0 
Increase in accounts savable 202.401 0 

Total funds provided 488,883 237,880 

Funds Applied 
Increase in accounts receivable 10,095 0 
Increase in merchandise inventorv 0 180,451 
Decrease in accounts payable 0 104,928 
Decrease in deferred income 0 26,676 
Purchase of equipment 0 29,570 

Total funds applied 10,095 341,825 

Increase (Decrease) in Cash $458,588 $(103,745) 

The accompanyrng notes are an Integral part of this statement 

Page 8 GAO/AFMD-SS House Stationery Revolving Fund 



Notes to F’inancid Statements 

Note 1. Significant 
Accounting Policies 

The House of Representatives Stationery Revolving Fund, established 
July 17, 1947 (2 U.S.C. 46b-l), is administered by the Office Supply Ser- 
vice under the jurisdiction of the Clerk of the House of Representatives 
and is subject to the rules and regulations of the Committee on House 
Administration. The Office Supply Service furnishes House Members, 
committees, departments, and officers with stationery and supplies. 

Office Supply Service operations are financed from the House of Repre- 
sentatives Stationery Revolving Fund and appropriations to the Clerk of 
the House and the Architect of the Capitol. All receipts from operations 
are deposited into the revolving fund and are available for operations. 
Employees’ salaries and benefits and certain other benefits and services 
such as space, building repairs, maintenance, and utilities are paid from 
appropriated funds and are not charged to the revolving fund. (See note 
3.) 

Inventories are stated at cost using the weighted-average method of 
valuation. 

Equipment purchased prior to fiscal year 1982 is depreciated over a lo- 
year life using the straight-line method with no salvage value. Equip- 
ment purchased in fiscal year 1982 and later years is depreciated over a 
5-year life using the straight-line method with no salvage value. 

A lo-percent service charge is added to all nonofficial sales, which con- 
sist primarily of sales to congressional staff. 

Accounts receivable include amounts owed to the Office Supply Service 
at year-end by committees and officers of the House, and the value of 
merchandise returned to vendors for credit, replacement, or repairs. 

Deferred income represents amounts to be recognized as revenue in sub- 
sequent periods when prepaid special order merchandise is delivered. 

Cost of sales includes obsolete and damaged merchandise written off 
and merchandise marked down and sold below cost. , . 

Note 2. Purchase Order Obligations for undelivered orders amounted to $708,668 as of June 30, 
Commitments 1987, and $587,500 as of June 30,1986. 
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Noter to Financial Statementa 

Note 3. Other Operating 
costs 

Certain costs of operating the Office Supply Service are not paid from 
the revolving fund. The costs related to space occupancy, building main- 
tenance, lighting, and temperature control cannot be readily determined. 
Identifiable costs paid from appropriated funds for the fiscal years 
ended June 30,1987 and 1986, follow. 

Table 1: identifiable Operating Costs 

Costs paid 
Gross salaries 

Amount 
1987 1988 

$733.416 $795.690 
Government contributions 115,355 98,874 
Equipment maintenance 46,745 48,243 
Off ice supplies 18,146 - 15,774 
Telephone service 6,190 6,242 
Total $919,854 $984,823 

Note 4. Miscellaneous 
Income 

An adjustment of $2,807, was made to write off an unidentifiable credit 
balance in accounts receivable. This amount has been carried on the 
books since July 1983. 

Note 5. Miscellaneous 
Expense 

Various expenses formerly paid from appropriated funds are now being 
paid from the revolving fund. For fiscal year 1987, supplies in the 
amount of $9,351 were purchased and recorded in this account. 
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